\ 


MAR  10 1970        STATE  DOCUMENTS 


STATE  OF  MONTANA 

LIOUOR  CONTROL  BOARD 

REPORT  ON  EXAMINATION 

Fiscal  Year  Ended  June  30,  1969 


OFFICE  OF  THE   LEGISLATIVE   AUDITOR 

STATE  OF  MONTANA 
STATE  CAPITOL         •         HELENA 

4  <f4^    ^ 


STATE  OF  MONTANA 

LIQUOR  CONTROL  BOARD 

REPORT  ON  EXAMINATION 

Fiscal  Year  Ended  June  30,  1969 


'^ 


TABLE  OF  CONTENTS 


Page 


Appointive  and  Administrative  Officials  vii 

Summary  of  Recommendations  viii 

Scope  of  Examination  and  Opinion  1 

Comments:  3 

General  3 

Official  Minutes  of  the  Board  Meetings  8 

Merchandise  Purchase  Practices:  10 

Approvals  for  Purchase  of  Merchandise  H 

Timeliness  of  Information  Used  to  Make  Purchases  11 

Consideration  of  Merchandise  in  Stores  12 

Unjustified  Non-Purchases  14 

Board  Employees'  Association  with  Distillery  Representatives  14 

Excessive  Purchases  15 

"IMPACT"  System  16 

Distribution  of  Inventory  18 

Sale  and  Distribution  of  Ethyl  Alcohol  18 

Control  over  Imported  Liquor  20 

Deposits  on  Special  Purchases  21 

Limitation  on  Creation  of  Indebtedness  22 

Excess  Listings  and  Inventory:  23 

Listing  Procedures  and  Control  23 

Delisting  Procedures  and  Control  28 

Excess  Inventory  31 

Liquor  Withdrawn  from  Warehouse  Inventory  34 

Liquor  Not  Stored  in  State  Warehouse  41 

Authority  to  Audit  Domestic  Corporations  42 

Defective  and  Damaged  Merchandise:  43 


TABLE  OF  CONTENTS  (Continued) 

Pa^e 

Accounting  for  Defective  and  Damaged  Merchandise  43 

Disposition  of  Defective  Merchandise  45 

State  Liquor  Store  Operations:  47 

Store  Sales  and  Perpetual  Inventory  Records  47 

Use  of  Cash  Registers  in  State  Stores  51 

Operating  Hours  51 

Store  Personnel  Requirements  53 

Conflict  of  Interest  54 

Soliciting  for  Liquor  Sales  55 

Merchandise  Deliveries  by  Store  Employees  55 

Consumption  of  Alcoholic  Beverages  in  State  Store  56 

Holdup  and  Robbery  Precautions  56 

Over  and  Short  Accounts  57 

Determination  of  Over  and  Short  58 

Insurance  Coverage  -  Store  Merchandise  59 

Insurance  Coverage  -  Equipment  in  State  Liquor  Stores  60 

Control  Over  Cash:  61 

Internal  Control  in  Central  Office  61 

Imprest  Cash  Funds  63 

Depositing  Procedures  -  State  Liquor  Stores  65 

Borrowing  from  Liquor  Sales  by  Store  Vendors  and  Employees  67 

Cash  Shortages  in  State  Stores  69 

Box  Sales  Receipts  70 

Commingling  Sales  Receipts  with  Personal  Funds  71 

Credit  Purchases  by  Store  Vendors  and  Employees  71 

Returned  Merchandise  Accepted  for  Resale  72 

Procedures  for  Checks  Accepted  by  Vendors  72 


TABLE  OF  CONTENTS  (Continued) 

Page 

Cash  Procedures  for  Canadian  Funds  73 

Effectiveness  of  Store  Auditors'  Function  74 

Summary  of  Control  Over  Cash  75 

Store  Leases:  76 

Length  of  Store  Leases  76 

Store  Leasing  Agreements  77 

Sublease  Agreement  79 

Defects  in  Leased  Premises  80 

Location,  Classification,  and  Leasing  of  State  Liquor  Stores  80 

Organizational  Structure  82 

Administration  of  Board  Operations:  84 

Administrator's  Authority  84 

Statutory  Limitation  on  Salaries  85 

Vendors'  Payment  for  Merchandise  Shortages  86 

Law  and  Regulation  Enforcement  88 

Personal  Services:  89 

General  Payroll  System  91 

Employee  Appointment  and  Termination  Documents  92 

Employee  Attendance  Reports  92 

Vacation,  Sick  Leave,  and  Overtime  Records  94 

Filing  System  94 

Duplication  of  Work  95 

State  Central  Payroll  System  95 

Board  Members'  Compensation  Fees  Limitation  96 

"Severance"  Pay  97 

Janitorial  Services  99 

Travel  Expense:  100 


TABLE  OF  CONTENTS  (Continued) 

Page 

Out-of-state  Travel  -  Overexpended  Appropriation  101 

Out-of-state  Travel  -  Side  Trip  104 

Board  Meeting  Expense  -  Helena  Resident  105 

Board  Meeting  Expense  -  Other  Members  106 

Overtime  Pay  Recorded  as  Travel  Expense  108 

Lack  of  Information  on  Purpose  and  Results  of  Trips              109 

Collection  of  Beer  Tax  from  Wholesaler  111 

Beer  and  Liquor  License  Applications  112 

Contingent  Revolving  Account  113 

Distribution  of  Revenue:  116 

Liquor  Profit  Distribution  117 

Distribution  of  4%  County  License  Tax  118 

Fixed  Assets:  11° 

Fixed  Asset  Ledgers  119 

Depreciation  121 

Capitalization  of  Fixed  Assets  122 

General  Ledger  Accounts  123 

Sale  of  Fixed  Assets  124 

Use  of  Board  Automobile  126 

Mileage  Allowance  Versus  State-Owned  Cars  126 

Budget  Programs  12° 

Other  Expenses  and  Accounting  Matters:  129 

Reconciliation  with  State  Controller's  Reports  129 

Recording  of  Accounts  Payable  130 

Distribution  of  Warrants  for  Rental  Payments  130 

Duplication  of  Effort  131 

Consolidation  of  Claims  132 


TABLE  OF  CONTENTS  (Continued) 

Page 

Purchase  Order  Limitations  134 

Control  over  Postage  134 

Storage  and  Retention  of  Accounting  Records  135 

Accounting  for  Prepaid  Expenses  136 

Uncleared  Beer  and  License  Deposit  Fees  137 

Legal  Expenses  138 

Control  over  Sale  of  Cards,  License  Booklets,  and  Liquor  Laws  138 

Merchandise  Inventories  139 

Conclusion  140 

Exhibit 
Financial  Statements: 

Balance  Sheet,  All  Funds,  June  30,  1969  A         141 

Statement  of  Changes  in  Fund  Balance, 

All  Funds,  Fiscal  Year  Ended  June  30,  1969  B         142 

Statement  of  Revenue,  All  Funds, 

Fiscal  Year  Ended  June  30,  1969  C         143 

Statement  of  Expenditures  and  Encumbrances 

Compared  with  Appropriations,  Earmarked 

Revenue  Fund,  Fiscal  Year  Ended  June  30,  1969  D         144 

Statement  of  Expenditures,  Earmarked  Revenue 

Fund,  Fiscal  Year  Ended  June  30,  1969  E         145 

Appendixes:  Appendix 

"Vendor's  Application  for  Credit"  -  Unsalable  I         146 

Flow  Chart  of  Applications  for  Credit  -  Unsalable 

Liquor  II         147 

Listing  of  Liquor  Stored  by  Board  Members'  . 

Meeting  Room  -  December  18,  1969  III         148 

Merchandise  Stored  by  Board  Room  with  Officials' 

Names  on  Boxes  -  December  18,  1969  IV         150 

Unsalable  Liquor  Withdrawn  from  Inventory, 

Calendar  Years  1966  through  1969  V         151 

Examples  of  Type  of  Liquor  Included  in 

Unsalable  Category  VI         152 


TABLE  OF  CONTENTS  (Continued) 

Appendix    Page 

Credit  Application  Signed  in  Blank  by 

Distiller  Representative  VII         153 

Credit  Application  (Appendix  VII)  Subsequently 

Filled  in  VIII         154 

Credit  Application  Filled  in  but  Unsigned  IX         155 

Credit  Application  Indicating  Probable 

Disposition  of  Withdravm  Merchandise  X         156 

Partial  List  of  State  Liquor  Store  Leases 

Renegotiated  During  1968  and  1969  XI         157 
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SUMMARY  OF  RECOMMENDATIONS 
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Adopt  provisions  of  "Robert's  Rules  of  Order"  for  board  minutes.  10 

Have  board  minutes  recorded  by  secretary  or  mechanical  means.  10 

Have  assistant  administrator  attend  all  sessions  of  board  meetings.  10 

Record  accurate  hours  of  convening  and  adjournment  of  board  meetings 

in  minutes.  10 

Record  results  of  board  members ' trips  in  board  minutes.  10 

Have  all  purchase  orders  signed  by  administrator  or  assistant 

administrator.  11 

Make  all  changes  to  purchase  orders  prior  to  administrator's 

approval.  11 

Evaluate  merchandise  purchase  needs  on  continuing  basis.  12 

Consider  merchandise  in  stores  in  determining  quantity  of  merchandise 

purchases.  13 

Base  merchandise  purchases  on  needs  as  opposed  to  distiller 

representatives'  attendance  at  board  meetings.  14 

Inform  distiller  representatives  and  board  employees  that 
representatives'  contacts  at  the  board  are  limited  to 
the  board  members  and  administrator.  15 

Eliminate  purchase  of  merchandise  for  which  many  monthsl  supply 

is  already  in  inventory.  16 

Evaluate  merit  of  implementing  "IMPACT"  program.  17 

Consider  having  store  vendors  order  merchandise  upon 

implementation  of  "IMPACT"  program.  18 

Discontinue  stocking  ethyl  alcohol  and  issue  usage 

permits  or  determine  if  sale  through  stores  is  warranted.  20 

Establish  written  policy  and  procedures  to  govern  sale  of 

ethyl  alcohol.  20 

Define  intent  and  meaning  of  "sacramental  wines."  21 

Require  purchases  of  sacramental  wines  to  be  made  by  permits.  21 
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Require  carriers  to  provide  reports  of  all  liquor 

transported  into  state,  2i 

Establish  time  limit  for  holding  special  order  deposits 
and  refund  deposits  for  orders  not  filled  within 
time  limit.  2? 

Request  legislation  to  abolish  indebtedness  limitation.  22 

Establish  sales  quota  for  each  type  of  liquor  listed.  28 

Determine  presently  listed  liquors  not  meeting  sales  quotas.  28 

Delist  liquors  not  meeting  sales  quotas.  28 


Establish  written  criteria  for  evaluating  liquors  proposed 
for  listing  in  future. 


Adjust  purchases  to  bring  inventories  down  to  established 
stock  levels. 

Reprogram  computer  to  determine  when  more  purchases  need  be 
made. 

Establish  written  procedures  for  use  of  applications  for 
credit . 

Limit  use  of  credit  applications  to  merchandise  actually 
damaged,  defective,  or  otherwise  truly  unsalable. 

Establish  numerical  control  accountability  over  credit  application 
documents . 


28 


Adopt  formal  system  for  evaluating  proposed  listings 

including  documentation.  28 

Document  reasons  for  listing  or  not  listing  proposed  liquor.  28 

Test  salability  of  new  listings  on  trial  basis  in  stores.  28 

Establish  criteria  for  delisting  and  authorize  staff  to 

evaluate  and  delist  based  upon  established  criteria.  31 

Determine  inventory  stock  levels  needed  to  maintain 

adequate  supply.  ^^ 


33 


33 


40 


40 


40 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 


Establish  written  procedures  for  handling  and  control  of 

liquor  samples .  40 

Establish  and  maintain  a  formal  written  record  as  to 

receipt  and  disposition  of  liquor  samples.  40 

Arrange  to  have  liquor  samples  tested  by  a  qualified 

chemical  analysis  laboratory.  40 

Warehouse  in  the  central  warehouse  all  liquor  to  be  sold 

through  state  liquor  stores.  42 

Obtain  necessary  authority  and  examine  records  and  premises  of 

domestic  liquor  production  businesses.  43 

Initiate  procedures  to  maintain  records  of  traffic  manager^ 

data  processing,  and  accounting  in  agreement.  45 

Request  distillers  from  whom  the  board  does  not  make 
purchases  monthly  to  pay  for  credit  invoices  by 
check  instead  of  credit  memo.  45 

Retain  copies  of  board  prepared  invoices  in  numerical  file.  45 

Establish  policy  for  delivery  of  defective  merchandise  to  warehouse.  46 

Reconcile  returned  defective  merchandise  to  credit  applications.  47 

Notify  distillers  that  defective  merchandise  will  be  retained  for 

no  longer  than  45  days  before  being  destroyed.  47 

Segregate  duties  of  accounting  for  billing,  and  physical  control 

of  defective  merchandise.  47 

Assign  physical  control  of  defective  merchandise  while  stored  in 

central  warehouse  to  warehouse  supervisor.  47 

Discontinue  use  of  daily  sales  reports,  spread  sheets,  and 
perpetual  inventory  records  currently  used  in  state  liquor 
stores.  50 

Adopt  retail  inventory  method  of  valuing  merchandise  in  state 

stores  and  apply  "forced  sales"  technique  of  determining  sales.  51 

Furnish  a  cash  register  to  each  state  liquor  store.  51 

Consider  establishing  store  hours  more  convenient  to  the 

buying  public.  53 
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Discontinue  policy  of  requiring  state  stores  to  close  for 
inventory  purposes . 

Include  the  number  of  cases  and  units  handled  as  a  major 

consideration  when  determining  personnel  requirements  of  state  stores, 

Enforce  statutory  requirements  that  board  employees  have  no  outside 
interest  in  undertakings  dealing  with  liquor. 

Advise  distillers  of,  and  enforce,  statutory  provisions  regarding 
promotion  of  liquor  by  distiller  representatives  outside  of  the 
board's  central  office. 

Direct  store  vendors  and  retail  licensees  to  report  to  the  board 
violations  regarding  liquor  promotion. 

Direct  store  vendors  to  discontinue  practice  of  making  deliveries 
to  tavern  licensees . 

Enforce  laws  and  rules  prohibiting  consumption  of  alcoholic 
beverages  in  state  stores. 

Subscribe  to  armored  car  services  where  they  are  available. 

Establish  written  procedures  and  precautions  for  store  personnel 
with  respect  to  holdup  and  robbery  prevention. 

Require  immediate  remittance  of  store  shortages  and  document 
justification  for  waivers. 

Determine  store  overages  and  shortages  by  computer  application. 

Evaluate  feasibility  of  self-insurance  for  merchandise. 

Close  out  balance  of  insurance  reserve  account. 

Review  insurance  coverage  on  board  property  yearly. 

Request  insurance  coverage  of  board  furniture  and  equipment  under 
the  state's  blanket  policy. 

List  checks  upon  receipt  and  reconcile  to  deposit  slips. 

Restrictively  endorse  checks  and  deposit  daily. 

Segregate  duties  relating  to  cash. 
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Keep  cash  in  safe  at  the  end  of  the  day  and  keep  safe 

locked  at  all  times.  63 

Compare  store  auditor's  reports  to  central  office  records.  64 

Keep  petty  cash  funds  separate  from  other  cash.  64 

Revise  stores'  operating  manual  to  agree  with  the  state 

controller's  regulations.  64 

Submit  public  utilities  bills  through  the  state  controller's 

office  for  payment.  ,  65 

Establish  a  change  fund  for  each  state  store.  66 

Deposit  stores'  daily  sales  receipts  intact  and  daily,  when  warranted.  66 

Discontinue  the  personal  borrowing  of  store  sales  proceeds.  69 

Maintain  records  of  all  sales  of  board  property.  70 

Deposit  proceeds  from  sale  of  liquor  boxes  in  the  state  treasury.  70 

Require  vendors  to  deposit  sale  proceeds  in  the  state  treasurer's  account.  71 

Prohibit  credit  sales  to  employees.  72 

Revise  procedures  regarding  refunds  of  sales  proceeds.  72 

Revise  stores'  operating  manual  to  provide  for  proper  check 
handling  procedures. 

Establish  firm  policy  over  handling  of  Canadian  monies. 

Establish  an  effective  store  audit  function. 

Centralize  the  store  audit  function  in  Helena. 

Require  lease  agreements  on  all  state  stores. 

Document  basis  for  renegotiated  leases. 

Document  basis  for  rental  rates  and  reasons  for  store  relocations. 

Require  that  acceptable  rental  standards  be  used  in  determining 
rental  rates. 

Adhere  to  provisions  of  lease  agreements. 

Enforce  lease  agreement  provisions. 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Establish  written  uniform  policies  and  criteria  regarding 
the  establishment  and  operation  of  state  stores. 

Reorganize  into  a  more  functional  and  realistic  structure. 

Clearly  define  duties  and  responsibilities  of  employees. 

Establish  written  performance  standards  for  employee  duties. 

Delegate  responsibility  of  hiring  and  discharging  employees 
to  administrator. 

Consider  repealing  statutory  limitations  over  employees'  salaries. 

Re-evaluate  policy  requiring  vendors  to  pay  for  merchandise  shrinkage. 

Standardize  employee  appointment  and  separation  forms. 

Revise  employee  time  reporting  system. 

Revise  employee  sick  leave,  vacation,  and  overtime  records. 

Centralize  filing  of  payroll  records. 

Discontinue  maintaining  employee  card  file  payment  records. 

Utilize  central  payroll  system. 

Limit  board  members'  compensation  to  prescribed  limits. 

Discontinue  making  severance  payments. 

Establish  uniform  janitorial  fee  structure. 

Limit  out-of-state  travel  expenses  to  amounts  authorized  by  law. 

Transfer  over-expenditure  to  proper  source. 

Obtain  refund  of  excessive  travel  charge  and  limit  future  payments. 

Make  travel  per  diem  payments  only  as  authorized  by  law. 

Make  travel  expense  and  compensation  fee  payments  for 
board  business  expense  only. 

Properly  classify  expense  payments. 

Identify  basis  for  travel  expense  payments. 

Require  wholesale  beer  dealers'  reports  to  be  properly  submitted. 
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Amend  statutes  to  require  direct  tax  payments  by 

out-of-state  breweries.  112 

Audit  beer  wholesaler  records  pending  necessary  legislation 

is  passed.  112 

Require  processing  fee  for  new  applicants  for  beer 

and  liquor  licenses.  113 

Transfer  approximate  $90,000  contingent  revolving 

account  balance  to  general  fund.  116 

Establish  clearing  account  with  state  treasurer  for 

depository  for  beer  and  liquor  license  fees.  116 

Transfer  fees  for  approved  licenses  directly  to  the 

general  fund.  116 

Cancel  and  transfer  to  general  fund  the  outstanding  checks 

over  one  year  old  drawn  on  contingent  revolving  fund.  116 

Continue  to  cancel  and  transfer  to  general  fund  checks 

one  year  old  and  over.  116 

Establish  systematic  method  of  determining  profits  and 

transfer  to  general  fund  on  regular  basis.  117 

Provide  additional  printout  and  reports  of  county  license  tax.  118 

Discontinue  ledger  of  the  county  license  tax.  119 

Convert  fixed  asset  records  to  fully  automated  system.  120 

Inventory,  assign  identification  numbers  to,  and  ta:g  all 

fixed  assets.  120 

Adjust  accounting  records  of  fixed  assets  to  agree 

with  physical  inventory.  121 

Adjust  control  accounts  to  reflect  proper  cost,  accumulated 

depreciation, ,  and  book  value  of  all  fixed  assets.  121 

Convert  depreciation  calculations  from  a  manual  to  a 

data  processing  operation.  121 

Assign  more  realistic  depreciable  life  to  fixed  assets.  121 

Consider  salvage  value  in  determining  depreciable  cost.  122 

Establish  minimum  dollar  value  of  assets  to  be  capitalized.  123 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 


Page 


Capitalize  costs  involved  in  putting  new  fixtures  or 

other  capital  items  into  operable  condition.  123 

Capitalize  all  costs  of  significant  improvements.  123 

Limit  contract  awards  to  amount  appropriated  by  legislature.  123 

Expand  general  ledger  fixed  asset  accounts  to  include  accounts 

for  cost  of  the  asset  and  accumulated  depreciation.  124 

Reduce  accounts  by  book  value  and  recognize  gain  or  loss 
on  disposition  of  fixed  assets. 

Inquire  of  state  controller  as  to  proper  procedures  to 
follow  when  disposing  of  fixed  assets. 

Require  employees  to  use  board  automobile  in  lieu  of 
private  auto  for  board  business. 


125 


125 


126 
Evaluate  advantages  of  maintaining  fleet  operation  of  automobiles.  128 

Restructure  program  and  accounting  system  to  properly 
account  for  operating  expenses. 

Show  cost  of  sales  expenditures  separately  in  program 
classification  reports. 


128 


129 
Reconcile  transactions  to  state  controller's  reports  on  monthly  basis.        129 

Utilize  state  controller's  reports  to  prevent  expenditures 
from  exceeding  the  board's  appropriation. 

Eliminate  maintenance  of  accounts  payable  subsidiary  ledger.  130 

Eliminate  card  file  of  payments  to  merchandise  suppliers. 

Require  warrants  in  payment  of  store  rentals  be  distributed 
by  state  auditor's  office. 

Discontinue  manually  produced  records  that  duplicate 
data  processing  records. 

133 
Consolidate  rental  fee  claims. 

Consolidate  claims  for  each  payee  on  daily  basis.  133 

Consolidate  utility  bill  claims  prior  to  submission  for  payment.  133 

State  controller  examine  feasibility  of  consolidating  claims 

among  state  agencies  for  services  originating  from  common  source.  133 


130 


131 
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Comply  with  State  Department  of  Administration  regarding 

procurement  procedures.  134 

Tighten  control  over  postage  and  postage  meter.  135 

Maintain  most  recent  year's  records  in  walk- in  safe.  136 

Retain  all  accounting  records  until  audited.  136 

Establish  general  ledger  prepaid  expense  accounts.  137 

Expense  supplies  monthly  and  adjust  to  actual  at  year  end.  137 

Charge  all  theft  and  robbery  losses  directly  to  the  loss  account.  137 

Transfer  proceeds  from  cancelled  license  fee  refund  checks 

and  warrants  to  the  general  fund.  137 

Define  in  writing  agreement  between  the  board  and  its  legal  counsel.  138 

Prenumber  identification  cards  and  cash  receipts  forms.  139 

Revise  cost  of  sales  and  yearend  inventory  unit  costs  to  actual 

price  of  purchases.  140 

Account  separately  for  purchases  and  freight-in  charges.  140 

Include  all  merchandise  received  in  yearend  accounting  reports.  140 
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MORRIS  L.  BRUSETT.  C.P.A.  /^^^^^^  G.  DEAN  REED,  C.P.A. 

LEGISLATIVE  AUDITOR  M»i\l^^  DEPUTY  LEGISLATIVE  AUDITOR 


STATE    OF    MONTANA 

(Biim  of  ll|g  "^egtslattiig  ^ubitor 

STATE  CAPITOL 
HELENA.  MONTANA    59601 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  balance  sheet  of  the  Montana  Liquor  Control  Board 
as  of  June  30,  1969,  and  the  related  statements  of  operations  as  set  forth 
in  the  table  of  contents  in  this  report,  for  the  fiscal  year  then  ended.   Our 
examination  was  made  in  accordance  with  generally  accepted  auditing  standards 
and  accordingly,  included  such  tests  of  the  accounting  records  and  such  other 
auditing  procedures  as  we  considered  necessary  in  the  circumstances. 

The  financial  statements  have  been  prepared  on  the  cash  basis  of  accounting 
for  the  board's  account  in  the  earmarked  revenue  fund  contrary  to  generally 
accepted  accounting  principles  for  governmental  units  which  provides  for  use 
of  the  modified  accrual  basis.   Merchandise  inventory  is  reported  above  the 
actual  cost  due  to  the  addition  of  a  freight  factor.   As  a  result  of  this 
factor,  the  inventories  are  not  presented  in  accordance  with  generally  accepted 
accounting  principles. 

We  were  present  at  the  taking  of  the  yearend  physical  inventory  in  the 
warehouse  but  did  not  observe  the  taking  of  the  inventory  in  the  state  stores. 
The  board  did  not  include  in  their  inventory  at  June  30,  1969,  the  inventory 
in  transit  to  the  board.   Accordingly,  we  cannot  express  an  opinion  as  to 
whether  the  merchandise  inventory  balance  is  properly  stated. 
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In  our  opinion,  subject  to  the  exceptions  described  in  the  preceding 
paragraphs,  the  accompanying  balance  sheet  and  statements  of  operations 
present  fairly  the  financial  position  of  the  Montana  Liquor  Control  Board  as 
of  June  30,  1969,  and  the  results  of  its  operations  for  the  year  then  ended, 
in  accordance  with  generally  accepted  governmental  accounting  principles 
applied  on  a  basis  consistent  with  that  of  the  preceding  year. 

We  submit  the  financial  statements  listed  in  the  preceding  table  of 
contents  together  with  the  following  comments. 
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COMMENTS 

GENERAL 

Following  the  repeal  of  prohibition  in  1933,  the  legislative  assembly 
enacted  two  laws  establishing  a  state  liquor  monopoly  in  Montana.   These 
laws,  known  as  the  "State  Liquor  Control  Act  of  Montana"  and  the  "Montana 
Beer  Act"  regulate  the  manufacture  and  sale  of  all  liquor  or  alcoholic 
beverages  manufactured,  sold  or  dispensed  in  the  state.   Initially  the 
State  Board  of  Examiners,  ex  officio,  was  designated  as  the  Montana  Liquor 
Control  Board,  hereafter  referred  to  as  the  board,  and  continued  to  function 
as  the  board  until  1937,  when  the  legislature  created  a  new  board  consisting 
of  three  members.   Since  that  time,  the  board  has  been  increased  to  five 
members,  of  whom  no  more  than  three  can  be  of  the  same  political  party.   They 
are  appointed  by  the  governor  for  four-year  terms,  confirmed  by  the  senate, 
and  may  be  removed  only  for  cause,  although  this  has  never  happened. 

The  law  grants  broad  powers  to  the  board,  including  the  authority  to  im- 
port and  sell  all  types  of  liquor,  set  retail  prices,  license  retail  liquor 
and  beer  dealers,  license  brewers  and  wholesalers,  prohibit  the  sale  of  certain 
types  of  alcohol,  declare  seized  liquor  as  contraband,  suspend  or  cancel  licenses, 
appoint  inspectors  to  enforce  the  law,  declare  surplus  revenue  as  profit  and 
transfer  it  to  the  general  fund,  distribute  a  portion  of  taxes  to  local  govern- 
ments, hire  and  discharge  employees  and  make  any  rules  and  regulations  deemed 
necessary  to  implement  the  liquor  laws.   The  board  is  also  empowered  to  select 
and  appoint  an  administrator,  although,  in  practice,  the  administrator  has  been 
named  directly  by  the  governor  for  many  years. 

The  board  is  unique  within  the  structure  of  Montana  government.   It  is  the 
only  state  agency  directly  engaged  in  a  business  venture — the  merchandising  of 
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liquor  through  state  stores.   In  this  respect,  the  board  Is  charged  with  two 
major  functions;  (1)  merchandising  and  (2)  licensing  and  law  enforcement. 
Although  the  major  purpose  of  the  enabling  legislation  Is  to  regulate  and 
limit  the  manufacturing  and  sale  of  Intoxicating  liquors,  a  third  and  relatively 
significant  purpose  has  emerged — the  raising  of  revenue.   Addressing  Itself  to 
the  functions  of  the  board,  the  Montana  Supreme  Court  in  1936  said:   "Such 
profit  as  may  be  obtained  from  the  conduct  of  state  liquor  stores  is  incldentlal 
to  the  main  purpose  of  the  act  to  limit  and  regulate  the  manufacture  and  sale 
of  intoxicating  liquors."  Nevertheless,  revenues  received  from  the  sale  of 
liquor,  taxes,  and  licenses  have  long  since  ceased  to  be  an  "incldentlal"  item. 
Since  1933,  the  state  has  received  approximately  $195  million  in  net  Income 
from  the  monopoly,  while  the  net  Income  in  fiscal  year  1969  alone  was  over 
$10  million.   Sales  and  net  Income  in  recent  years  are  depicted  in  the  following 
table: 


$  MILLIONS 
30 


$  MILLIONS 
^0 


YEARS   59    60    61    62    63    64    65    66 


LIQUOR  SALES,  TAXES,  AND  OTHER  COLLECTIONS 
OPERATING  EXPENSE 
NET  INCOME 
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Because  net  income  is  usually  quoted  in  total  figures,  an  erroneous 
impression  is  often  created  that  the  major  source  of  board  revenue  is  from 
liquor  profits.   However,  the  total  annual  net  income  of  $10  million  is 
comprised  of  several  items,  including  liquor  profit,  as  shown  by  the  following 
analysis  of  the  board's  reported  net  income  for  1968-69. 
Total 
Total  net  income 

Liquor  profits 
State  excise  taxes 
Beer  licenses  and  taxes 
County  license  taxes 
Liquor  license  fees 
Total 

The  board  is,  however,  the  second  largest  source  of  income  to  the  state  general 
fund  and  in  the  1968-69  fiscal  year,  in  excess  of  $9  million  was  apportioned 
to  the  general  fund. 

Per  capita  consumption  in  Montana  in  1967,  the  latest  year  tabulated,  was 
1.50  gallons  per  person  as  compared  to  1.38  for  the  eighteen  control  states 
and  1.73  for  the  entire  country.   Montana  ranks  24th  lowest  among  all  states 
in  the  nation  insofar  as  per  capita  consumption  is  concerned. 

Enforcement  of  liquor  laws  is  a  joint  responsibility  between  the  board  and 
local  law  enforcement  officials  in  Montana.   To  reimburse  local  governments  for 
law  enforcement  expenses,  a  four  percent  tax  on  the  retail  selling  price  of 
liquor  is  collected  by  the  board  and  divided  between  counties  and  municipalities, 


Amount 

Percent 

$10,231,749 

100% 

4,059,313 

40% 

3,607,393 

35% 

1,150,195 

11% 

901,848 

9% 

513,000 

5% 

$10,231,749 

100% 
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During  the  1968-69  fiscal  year,  $901,848  was  distributed  to  local  governments 
within  the  state,  with  one-fourth  going  to  the  counties  and  three-fourths  to 
the  cities  in  proportion  to  gross  liquor  sales. 

Board  members  meet  in  two-day  sessions  once  each  month  for  the  purpose  of 
supervising  the  administration  of  the  monopoly.   During  these  meetings,  the 
board  considers  matters  such  as  administrative  problems,  liquor  purchases, 
liquor  licenses,  store  locations  and  selling  prices.   With  respect  to  selling 
prices,  the  board  has  complete  discretion  and  authority  in  determining  the 
markup  applied  to  liquor  sold  within  the  state.   Liquor  is  marked  up  on  the 
basis  of  three  formulas  which  include  factors  for  the  base  cost,  freight, 
federal  taxes,  markup  percentage  and  state  and  local  taxes.   Domestic  distilled 
spirits  are  marked  up  about  65.5%  over  cost  while  imported  Scotch  and  Canadian 
whiskies  are  marked  up  about  89.6%.   A  separate  formula  is  used  to  mark  up  wines 
in  which  case  less  expensive  wines  are  marked  up  75%  over  cost  and  more. expensive 
brands  53%  over  cost.   The  only  restriction  placed  upon  the  board  by  law  insofar 
as  markup  policies  are  concerned  is  that  there  can  be  no  reduction  in  price  for 
purchases  in  quantity.   Thus,  retail  liquor  establishments  such  as  taverns  and 
lounges  pay   the  same  price  as  the  general  public  and  buy  their  liquor  from 
state  liquor  stores  around  the  state. 

The  board  also  has  complete  authority  and  discretion  as  to  the  number  and 
location  of  state  liquor  stores  it  establishes  except  that  the  law  requires 
a  store  to  be  located  in  each  county  seat.   During  the  1968-69  fiscal  year,  the 
board  operated  151  state  liquor  stores  in  the  following  categories: 
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Annual  Number 

Class  Sales  Volume  in  Operation 

"A"  Over  $450,000  16 

"B"  $140,000  to  $450,000  24 

"C-1"         $  75,000  to  $140,000  19 

"C-2"  $  40,000  to  $  75,000  39 

"C-3"         $  30,000  to  $  40,000  16 

"C-4"         $  25,000  to  $  30,000  6 

Commission  Stores  $0  to  $25,000  30 

Seasonal  Store  (Glacier  Park)  1 

Total  151 

All  of  the  stores  are  supplied  from  the  central  office  and  warehouse  in 

Helena,  which  also  provides  accounting  and  administrative  support  for  the  entire 

liquor  system. 

As  a  final  general  comment,  we  wish  to  state  that  we  did  not  include  in 

the  scope  of  our  examination  an  evaluation  of  the  board's  data  processing 

operations.   We  excluded  this  area  because  of  the  possibility  that  acquisition 

of  a  larger  scale  computer  by  the  State  Department  of  Administration  in  the 

fall  of  1970  may  relieve  the  necessity  for  separate  data  processing  operations 

and  thereby  result  in  curtailment  of  the  board's  data  processing  function. 
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OFFICIAL  MINUTES  OF  THE  BOARD 

Regular  board  member  meetings  are  held  for  two  days  each  month.   In 
addition  to  the  board  members,  the  administrator  and  assistant  administrator 
attend  the  meetings.   A  recording  secretary  is  not  present  during  board  meetings. 
After  the  meeting,  the  administrator's  secretary  is  provided  with  a  copy  of 
the  agenda.   Notes  on  actions  taken  are  written  on  the  agenda.   The  minutes  are 
typed  from  the  agenda  and  mailed  to  each  board  member  for  his  approval.   If  the 
board  members  do  not  agree,  they  write  the  changes  on  their  copies  of  the  minutes. 

During  our  review  of  the  minutes  of  the  board  meetings,  we  noted  that  these 
records  are  very  sketchy  and  maintained  in  a  substandard  manner  as  accorded  in 
the  publication  "Robert's  Rules  of  Order,  Revised,"  generally  accepted  as  an 
authoritative  documentation  of  what  minutes  of  official  meetings  should  contain. 
This  reference  defines  minutes  as  "the  record  of  the  proceedings  of  a  deliberative 
assembly"  and  states  that  they  should  record  what  was  done  by  the  assembly  and 
not  what  was  said  by  the  members.   The  essentials  of  the  record  includes  the 
following: 

a.  The  kind  of  meeting,  "regular,"  "special,"  "conference  call,"  etc. 

b.  All  the  main  motions  and  points  of  order  and  appeals,  whether 
sustained  or  lost,  and  all  other  motions  that  were  not  lost  or 
withdrawn. 

c.  The  hour  of  meeting  and  adjournment. 

Generally  the  name  is  recorded  of  the  member  who  introduced  a  main  motion  but 
not  necessarily  that  of  the  seconder. 

In  reviewing  the  board's  minutes,  we  noted  that  information  was  missing 
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and  that  the  minutes  contained  certain  discrepancies  as  follows: 

1.  Travel  claims  indicate  that  members  of  the  board  made  several 
in-state  trips  to  make  inspections.   The  results  of  the  inspections 
are  not  recorded  in  the  minutes  of  the  next  regularly  scheduled 
meetings . 

2.  A  board  member  explained  to  us  that  he  traveled  to  another  state 
to  inspect  warehouse  facilities  but  no  mention  of  such  trip  was 
included  in  the  minutes. 

3.  A  board  member  was  listed  as  being  in  attendance  at  a  scheduled 
meeting  and  was  credited  with  seconding  a  motion,  when  in  fact, 
the  board  member  was  absent.   When  we  pointed  out  this  discrepancy 
to  the  recording  secretary,  the  minutes  of  that  meeting  were 
changed  to  show  that  the  member  was  absent  on  the  second  day  and 
the  motion  to  which  he  seconded  was  shown  in  the  minutes  to  have 
occurred  the  previous  day  when  he  was  in  attendance. 

4.  The  board  minutes  report  that  hours  of  convening  and  adjournment 
are  usually  9:00  a.m.  and  5:00  p.m.  each  day  that  meetings  are  held 
when,  in  fact,  we  observed  that  the  actual  adjournment  was  usually 
well  before  5:00  p.m. 

Normally  the  assistant  administrator  only  attends  the  first  day's  meeting 
which  deals  with  license  transfers  and  enforcement  problems  and  does  not  attend 
the  second  day's  meeting  when  merchandising  and  administrative  matters  are 
discussed. 

The  insufficiency  and  substandard  method  of  recording  the  context  of  the 
board  meetings  were  part  of  the  observations  in  a  December  1964  report  on  the 
board  operations  by  the  Montana  legislative  council  in  which  the  council  stated 
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that  "by  any  standards,  the  official  minutes  of  the  board  are  insufficient  for 
a  public  agency  which  collects  an  annual  gross  revenue  of  about  $8  million." 

It  would  appear  that  there  is  an  emphasis  placed  upon  keeping  the  minutes 
brief  to  the  extent  of  excluding  significant  board  discussion  and  actions  as 
opposed  to  including  reference  to  all  important  board  actions.   That  this  is 
apparent  is  illustrated  throughout  the  comments  of  this  report. 

RECOMMENDATION 

We  recommend  that  the  board  revise  its  policies  for  recording  hoard 
meeting  minutes   to  include: 

1.  Adoption  of  "Robert's  Rules  of  Order"  as   they  relate  to 
subject  matter  to  be  contained  in  the  minutes. 

2.  Presence  of  a  recording  secretary  o.t  the  meetings  or  recording 
of  the  meetings  by  mechanical  means. 

3.  Attendance  of  the  assistant  administrator  at  all  sessions  of 
the  board  in  order  that  he  may  better  function  as  assistant 
administrator . 

4.  Recording  accurately   the  hours  of  convening  and  adjournment 
in  the  minutes. 

5.  Reporting  the  results  of  trips  taken  by  the  board  members  for 
inspections  or  other  purposes. 

MERCHANDISE  PURCHASE  PRACTICES 

Several  significant  deficiencies  were  found  to  exist  in  the  board's 
merchandise  purchasing  function.   We  believe  these  deficiencies  have  resulted 
in  a  substantial  lack  of  service  to  the  liquor  buying  public  and  a  substantial 
cost  to  the  state. 
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Approvals  for  Purchase  of  Merchandise 

In  our  review  of  the  board's  purchase  orders  for  merchandise,  it  was  noted 
that  there  were  several  purchase  orders  which  were  not  signed  by  the  administrator. 
The  purchasing  agent  had  signed  the  administrator's  name  to  the  purchase  orders 
in  these  instances.   It  was  also  noted  that  on  several  occasions  there  were 
additional  items  added  to  the  purchase  orders  after  they  had  been  signed  by  the 
administrator . 

Section  2-ll(b)  of  the  board's  rules  and  regulations  provides  that  "the 
administrator  as  secretary  of  the  board  shall  sign  all  orders  for  liquor  and 
ale  previously  approved  by  the  board  and  shall  purchase  all  office  supplies." 
The  administrator  informed  us  that  he  was  not  aware  the  purchasing  agent  was 
signing  his  name  to  purchase  orders. 

RECOMMENDATION 

We  reaommend  that: 

1.  Alt  purchase  orders  he  approved  by  the  administrator ,   or  in 
his  absence^    the  assistant  administrator. 

2.  All  additions  or  deletions  to  prepared  purchase  orders  be  made 
prior  to  the  administrator's  approval. 

Timeliness  of  Information  Used  to  Make  Purchases 

For  the  most  part,  the  determination  as  to  type  and  quantity  of  merchandise 
to  be  ordered  is  made  at  the  beginning  of  each  month.   Purchase  orders  are 
prepared  and  approved  at  this  time.   The  board's  warehouse  cannot  adequately 
handle  one  month's  purchases  if  all  the  merchandise  arrives  at  one  time  so  the 
purchasing  agent  holds  several  of  the  purchase  orders  and  mails  them  throughout 
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the  month.   We  concur  that,  with  the  board's  present  manual  warehouse  operation, 
these  staggered  deliveried  of  merchandise  are  essential  to  unload,  store  and 
ship  out  the  merchandise  in  an  efficient  manner. 

We  believe,  however,  that  the  purchase  orders  mailed  later  in  the  month 
should  be  based  on  more  current  information.  It  often  occurs  that  the  basis 
used  to  determine  the  order  has  not  followed  past  experience  and  the  sale  of 
certain  brands  will  increase  or  be  substantially  less  than  anticipated.  The 
board  has  current  sales  and  inventory  information  stored  in  its  computer  and 
it  would  not  be  an  involved  operation  to  update  the  quantities  needed  to  be 
ordered . 

We  believe  that  the  purchasing  agent's  present  practice  of  trying  to  get 
her  basic  work  done  at  one  time  during  the  month  rather  than  keeping  abreast 
of  the  board's  need  for  purchases  throughout  the  month  is  a  contributing  factor 
to  the  exceptionally  high  number  of  merchandise  items  that  are  significantly 
overstocked  and  others  that  are  so  low  that  stores'  needs  cannot  be  filled. 

RECOMMEWATION 

We  recommend  that  the  board  require  its  purchasing  agent  to  evaluate 

merchandise  purchase  needs  on  a  continuing  basis  rather  than  once 

each  month. 

Consideration  of  Merchandise  in  Stores 

The  purchasing  agent  does  not  take  into  consideration  the  amount  of 
inventory  in  the  stores  when  determining  the  quantity  of  merchandise  to  be 
ordered.   The  store  inventories  are  a  very  significant  factor  as  to  what 
quantities  of  merchandise  are  needed.   It  is  difficult  to  understand  how  such 
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a  basic  fact  could  be  overlooked.   The  following  is  an  example  of  the  result  of 
such  poor  planning. 

In  reviewing  the  store  orders  for  the  month  of  January  1970,  it  was  noted 
that  of  53,252  items  ordered,  the  warehouse  was  out  of  10,317  items  or  19%.   The 
following  are  some  prime  examples  of  individual  orders: 

Store 


C 
D 

E 
F 
G 
H 
I 
J 
K 
L 
M 
N 

RECOMMENDATION 

We  recommend  that  the  mevohandise  inventory  in  the  state  stoves  be 

considered  as  well  as  warehouse  inventory  in  determining  the 

quantity  of  merchandise  purchases . 


Items  Ordered 

It 

:ems  not 

Per< 

rentage  not 

for  Stores 

in 

Warehouse 
136 

in 

Warehouse 

316 

43% 

263 

104 

40 

279 

114 

41 

312 

142 

46 

417 

133 

32 

507 

123 

24 

812 

268 

33 

450 

179 

40 

653 

243 

37 

375 

147 

39 

339 

124 

36 

749 

233 

31 

813 

331 

41 

75 

50 

67 
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Unjustified  Non-Purchases 

There  are  occasions  when  the  warehouse  inventory  may  be  low  for  well-moving 
items  but  an  order  will  not  be  placed  with  the  distillery  or  the  winery.   An 
example  is  a  winery  for  which  an  order  was  not  placed  in  November  1969.   During 
the  month  of  December,  which  is  when  the  November  orders  would  ordinarily  have 
been  received  in  the  warehouse,  the  warehouse  was  out  of  seven  on  the  winery's 
items.   We  are  informed  the  reason  for  not  ordering  in  this  instance  is  that  the 
winery  was  not  represented  at  the  October  1969  board  meeting. 

RECOMMEWATION 

We  recommend  that  purchase  orders  be  based  upon  the  need  for  merchandise 

items  and  not  on  whether  or  not  the  distiller  representatives  were  at 

the  monthly  board  meeting  to  solicit  an  order. 

Board  Employees'  Association  with  Distillery  Representatives 

The  board  members  hold  a  monthly  meeting  which  is  generally  held  on  the 
third  Thursday  and  Friday  of  each  month.   These  are  the  only  days  that  distiller 
representatives  are  allowed  to  be  in  Montana.   During  the  course  of  our  audit, 
we  noted  that  the  distiller  representatives  would  frequently  visit  the  offices 
of  the  board's  purchasing  agent  and  distribution  agent  while  attending  the  board 
meetings.   We  can  see  no  valid  reason  for  this  association  other  than  the 
representatives  attempting  to  obtain  increased  purchases  and/or  distribution  of 
their  products.   This  is  business  that  should  be  discussed  with  members  of  the 
board,  not  the  employees.   The  present  system  provides  that  the  board  members 
decide  which  merchandise  to  list.   It  is  the  function  of  the  purchasing  agent, 
for  example,  to  recommend  to  the  board's  administrator  the  quantity  of  merchandise 
to  purchase.   This  recommendation  should  be  based  upon  sound  data  such  as  the 
existing  level  of  inventory  and  anticipated  sales  and  not  upon  the  representatives' 
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influence. 

We  do  not  believe  that  those  employees  of  the  board  who  are  in  the  position 
to  purchase  liquor  and  distribute  it  to  the  entire  state  of  Montana,  can  best 
serve  the  interest  of  the  state  or  maintain  their  independence  if  they  are 
permitted  to  associate  with  individuals  whose  financial  rewards  from  Montana 
depend  directly  on  this  same  purchasing  and  distribution.   In  our  opinion,  and 
based  on  our  discussions  and  correspondence  with  other  state  liquor  boards,  the 
procedure  of  distiller  representatives  associating  with  board  employees  should 
be  discontinued  immediately. 

RECOMMEWATION 

VJe  veaormend  that  the  distiller  representatives  he  informed  that  in  their 
visits  to  Montana  their  contacts  made  at  the  hoard  are  to  he  with  the 
hoard  memhers  and  administrator  exclusively,   and  that  the  employees  also 
he  informed  of  this  regulation. 

Excessive  Purchases 

Numerous   instances  were  noted  where  merchandise  was  purchased  even  though 
there  was  an  ample  supply  of  the  items  to  last  many  months,  even  years  in  some 
instances  when  the  stores  inventory  is  taken  into  consideration.   The  following 
purchases  made  during  September  1969  serve  as  an  example  of  what  we  believe  to 
be  inexcusable  purchasing  practices. 
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Brand 

Averagi 
Case 

e  Monthly 
Sales 

Total 

Case  Inventory 
8/31/69 

Additional 
Cases 
Ordered 

Quanti 

■^ 

Months 

A 

3 

39 

13 

10 

B 

1 

22 

22 

10 

C 

1 

21 

21 

5 

D 

7 

103 

15 

15 

E 

2  1/2 

39 

3)6 

5 

F 

4  1/2 

62 

14 

15 

G 

2 

35 

18 

1 

H 

3  1/2 

55 

16 

10 

I 

1  1/2 

41 

27- 

5 

J 

1  1/2 

31 

20 

5 

Under  another  section  in  this  report  entitled  Excess  Listings  and  Inventory, 
it  is  pointed  out  that  the  board  has  at  least  $800,000  tied  up  in  excessive 
inventory.   We  believe  the  purchasing  practice  described  above  is  an  example 
of  one  cause  for  the  excessive  inventory. 

RECOMMEEDATION 

We  vecorrmend  that  the  board  revise  its  purchasing  praatiaes   to  eliminate 

the  purchase  of  additional  merchandise  items  for  which  it  already  has 

many  months'  supply   in  its  inventory. 

"IMPACT"  System 

We  believe  that  the  board  should  give  serious  consideration  to  incorporating 
a  program  known  as  "Inventory  Management  Program  and  Control  Techniques"  (IMPACT) 
This  program  has  proven  to  be  an  excellent  system  in  other  liquor  monopoly  states 
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in  making  purchases  in  a  manner  that  results  in  inventories  being  maintained 
at  the  optimum  level.   The  objectives  of  this  system  are  to: 

1.  Control  inventory  at  an  economic  level. 

2.  Maintain  a  specified  high  degree  of  service. 

3.  Function  as  a  tool  to  help  buyers  make  the  most  effective  use  of  their 
time  and  experience. 

4.  Provide  management  with  timely  information  upon  which  to  base  policy 
decisions . 

5.  Even  the  work  flow. 

6.  Reduce  operating  costs. 

In  one  control  state  which  uses  the  "IMPACT"  program  and  which  operates  the 
same  model  data  processing  equipment  utilized  by  the  board,  inventory  investment 
and  liquor  purchase  commitments  were  reduced  one  year  by  $862,978,  even  though 
sales  increased  over  5  percent  that  same  year.   This  resulted  in  a  substantial 
decrease  in  working  capital  requirements  which  was  released  to  the  state's  general 
fund.   The  same  state  employed  thirteen  people  in  its  data  processing  section  prior 
to  the  incorporation  of  the  "IMPACT"  system.   They  now  employ  nine  people  in  that 
section. 

In  figuring  how  much  to  order  and  when,  "IMPACT"  takes  into  consideration 
such  fluctuations  as  seasonal  surges  and  slumps,  and  the  possibility  of  delayed 
shipments.   The  system  provides  for  the  computer  to  review  inventory  figures  on 
a  weekly,  monthly  and  annual  basis. 

RECOMMENDATION 

We  recommend  that  the  board  make  a  comprehensive  evaluation  of  the  merit  of 

implementing  the   "IMPACT"  program  in  its  merchandise  inventory  management 

system. 
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Distribution  of  Inventory 

The  present  system  for  the  distribution  of  liquor  inventory  to  the  state 
stores  is  based  on  prior  sales  of  the  various  stock  items.   Distribution  orders 
based  upon  these  figures  are  printed  by  the  computer,  the  orders  are  filled  by 
the  warehousemen,  and  the  merchandise  is  distributed  to  the  various  state  stores. 
When  the  warehouse  is  out  of  stock,  as  it  frequently  is,  as  indicated  previously, 
the  computer  will  not  back  order.   That  is,  for  all  items  not  filled,  the  inventory 
control  clerk  must  wait  until  the  items  are  received  in  the  warehouse  and  then 
manually  place  these  items  on  a  subsequent  order.   As  a  result  the  stores  are 
often  out  of  fast-selling  merchandise  items  for  considerable  periods  of  time. 

It  is  our  opinion  that,  with  the  incorporation  of  the  "IMPACT"  program  into 
the  board's  data  processing  system,  the  store  vendors  should  order  the  merchandise 
for  the  liquor  stores.   Through  the  use  of  preprinted  forms  reflecting  prior 
sales  history,  and  utilization  of  "mark  sense"  cards  (pencil  markings  that  the 
computer  can  interpret) ,  the  vendors  can  place  all  orders  which  the  data  processing 
equipment  can  readily  "read."   Data  processing  equipment  will  then  automatically 
keypunch  the  order  forms  and  print  the  order  and  the  shipping  document.   This 
method  has  proven  to  be  very  successful  for  another  control  state. 

RECOMMENDATION 

We  reoorrmend  tkat  the  board  upon  incorporation  of  the   "IMPACT"  program 

into  its  data  processing  system,    consider  having  store  vendors  place 

orders  for  merchandise. 

Sale  and  Distribution  of  Ethyl  Alcohol 

In  addition  to  its  regular  liquor  merchandise,  the  board  also  warehouses, 
controls,  and  sells  190  and  200  proof  (ethyl)  alcohol.   Alcohol  of  this  type 
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is  available,  with  certain  exceptions,  only  on  a  direct  basis  from  the  board's 
central  office  in  Helena. 

The  state  liquor  control  laws  do  not  provide  specific  criteria  governing 
the  sale  of  190  and  200  proof  alcohol.   Likewise,  we  found  almost  a  complete 
absence  of  written  board  policy  with  respect  to  the  sale  of  this  alcohol.   In 
practice,  however,  it  appears  that  ethyl  alcohol  is  sold  by  the  board  only  to 
those  individuals  and  firms  having  an  apparent  legitimate  medicinal  or  industrial 
need  for  such  alcohol.   However,  there  are  no  guidelines  as  to  what  constitutes 
a  legitimate  need  and,  as  a  result,  it  appears  that  the  general  public  could 
also  purchase  alcohol  of  this  type  from  the  board. 

We  found  that  ethyl  alcohol  sales  by  the  board  have  been  relatively  insig- 
nificant in  the  recent  past.   For  example,  sales  for  the  fiscal  years  ending 
June  30,  1967,  1968,  and  1969  amounted  to  $1,059,  $670,  and  $375  respectively. 
These  sales  are  made  at  cost,  plus  state  tax.   As  a  result,  the  state  realizes 
no  markup  revenue  from  such  sales  and  aside  from  the  relatively  insignificant 
tax  revenue,  the  state  is  merely  performing  a  distribution  and  control  function. 

Ethyl  alcohol  is  also  purchased  directly  by  units  of  the  state  university 
system  and  hospitals  within  the  state  without  the  alcohol  passing  through  the 
board's  warehouse.   Here  again,  we  found  no  written  policy  governing  transactions 
of  this  type,  but  observed  that  190  and  200  proof  alcohol  is  shipped  directly  to 
the  institution  by  the  alcohol  distributor  on  a  tax-free  basis.   The  board  is 
involved  in  such  transactions  only  to  the  extent  that  it  authorizes  the  distributor 
and  transportation  company  to  ship  the  merchandise  to  a  specific  institution. 

In  view  of  the  fact  that  sales  of  ethyl  alcohol  are  seemingly  insignificant 
and  there  is  an  absence  of  written  policy  governing  such  sales,  we  believe  a 
determination  should  be  made  as  to  whether  sale  to  the  general  public  or  discontinuance 
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of  handling  by  the  central  office  is  warranted.   Regardless  of  this  determination, 
we  further  believe  that  a  formal  written  policy  should  be  established  describing 
the  circumstances  and  procedures  under  which  ethyl  alcohol  can  be  distributed 
and  sold  within  Montana. 

RECOMMENDATION 

We  reaommend  that  the  board: 

1.  Discontinue  the  stocking  and  handling  of  190  and  200  proof 
alcohol  and  control  its  distribution  through  usage  permits 
such  as   those  presently  used  for  hospitals  and  the  university 
system,   or_  determine  whether  the  general  sale  of  190  and  200 
proof  alcohol  through  the  retail  stores  is  desirable  and 
warranted  with  respect  to  consumer  demand. 

2.  Establish  a  written  policy  and  procedures   to  govern  the  sale 
of  all   190  and  200  proof  alcohol  within  the  state. 

Control  Over  Imported  Liquor 

Present  liquor  control  regulations  provide  that  no  liquor  may  be  shipped 
into  Montana  without  a  written  order  from  the  board  and  that  all  shipments  must 
be  consigned  to  the  board.   The  regulation  specifically  exempts  sacramental 
wines  but  does  not  define  what  liquor  is  considered  to  be  sacramental  wine. 
Nevertheless,  it  does  authorize  certain  religious  organizations  to  order  and 
receive  sacramental  wines  direct  from  the  wineries,  without  consignment  to,  or 
approval  by  the  board . 

We  found  instances  where  various  types  of  liquor  were  shipped  into  the 
state  without  consignment  to  the  board.   In  one  instance,  twelve  cases  of  wine 
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were  ordered  and  received  by  a  cleric  in  a  Montana  church.   This  shipment  included, 
among  other  types,  four  cases  of  Cabernet  Sauvignon,  two  cases  of  Brut  Champagne, 
and  two  cases  of  Sparkling  Burgundy.   We  question  the  validity  of  this  shipment 
as  sacramental  wine  and  can  only  speculate  as  to  how  many  other  shipments  of 
wine  have  entered  the  state  in  this  manner  or  as  direct  orders  between  wineries 
and  non-sectarian  customers  in  the  state. 

We  believe  some  positive  means  of  control  over  imported  liquor  is  necessary 
to  effectively  achieve  the  intent  of  the  state  liquor  laws. 

RECOMMENDATION 


We  recommend  that  the  board: 

1.  Define  the  intent  and  meaning  of  "sacramental  wines." 

2.  Require  all  purchases  of  sacramental  wines,  and  any 
other  forms  of  liquor,  be  made  through  the  board  on 
the  basis  of  permits  issued  by  the  board. 

3.  Require  that  all  carriers  routinely  and  periodically 
provide  the  board  with  reports  of  all   liquor  transported 
into  the  state. 

Deposits  on  Special  Purchases 

The  board's  merchandising  system  permits  a  customer  to  place  a  special 
order  with  the  board  for  brands  the  board  does  not  carry  and  the  merchandise 
will  be  ordered  by  the  board.   When  placing  an  order  for  a  special  purchase,  the 
customer  is  required  to  make  a  deposit  of  one-half  the  purchase  price  of  the 
merchandise  ordered  with  the  balance  due  when  the  merchandise  is  received. 

Currently  the  board  has  deposits  which  were  made  as  far  back  as  September 
1968,  for  special  orders  which  have  not  been  received.   The  board  does  not  specify 
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a  time  limit  in  which  the  special  order  should  be  either  filled  or  the  deposit 
should  be  refunded. 

RECOMMENDATION 

We  reoommend  that  the  board  establish  a  time   limit  for  holding  deposits 

on  special  orders  and  refund  those  deposits  for  which  the  orders  cannot 

be  filled  within  the   time   limit. 

Limitation  on  Creation  of  Indebtedness 

Section  4-235,  R.C.M.  1947,  limits  the  indebtedness  which  the  board  may 
incur  "...  for  necessary  expenses  and  the  acquisition  of  necessary  property 
and  merchandise,  .  .  ."to  $25,000.   This  law  was  enacted  in  1933  and  has  never 
been  amended. 

We  believe  that  this  statute  limitation  is  obsolete  and  impractical  and 
that  legislation  should  be  introduced  to  abolish  the  limitation.   In  its  normal 
course  of  everyday  transactions,  the  board  exceeds  this  limitation  continuously. 
As  shown  by  the  Statement  of  Revenue,  Exhibit  C,  the  cost  of  merchandise  sold 
by  the  board  during  1968-69  was  nearly  $16  million.   This  averages  over  $1  million 
per  month  and,  as  shown  by  the  Balance  Sheet,  Exhibit  A,  the  board  had  accounts 
payable  of  over  $800,000  at  June  30,  1969. 

Good  cash  management  practices  and  the  cost  savings  realized  by  combining 
several  invoices  from  a  distiller  on  one  claim  for  payment,  often  will  result 
in  a  large  balance  of  accounts  payable  which  is  to  the  state's  advantage  instead 
of  being  detrimental. 

RECOMMENDATION 

We  recommend  that  the  board  request   legislation  to  abolish  the  indebtedness 
limitation  imposed  by  Section  4-235,   R.C.M.    1947. 
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EXCESS  LISTINGS  AND  INVENTORY 

The  board  is  charged  with  the  responsibility  to  buy,  import,  have  in 
its  possession,  and  sell  liquors.   The  board  has  the  power  to  regulate  the 
management  of  state  liquor  stores  and  warehouses,  and  to  determine  the 
classes,  varieties,  brands,  and  quantities  of  liquor  purchased  for  sale. 
Under  present  board  policies,  before  a  liquor  can  be  purchased  and  sold, 
official  approval  must  be  obtained  from  the  board  members.   This  approval 
is  obtained  at  board  member  meetings  through  a  process  called  "listing." 
After  a  liquor  is  listed^  the  purchasing  agent  buys  the  liquor  and  it  is 
stored  in  the  board's  central  warehouse  and  eventually  distributed  to  the 
state  stores  for  sale.   "Delisting"  is  a  process  by  which  a  listed  item 
is  no  longer  approved  for  sale,  purchases  are  halted,  and  the  stock  on 
hand  is  sold,  sometimes  at  reduced  prices.   The  board  members  have  retained 
the  power  to  delist. 

Listing  Procedures  and  Control 

The  following  four  month  analysis  shows  the  relationship  between  the 

number  of  liquors  listed  and  the  amount  of  sales. 

Percentage  of  Liquors  Which  Accounted  For 

Month  &  Year    50%  of  Sales   75%  of  Sales   80%  of  Sales   90%  of  Sales 

December  1967       3.2% 

December  1968       3.3 

September  1969      3.3 

December  1969       3.4 
This  demonstrates  that  a  large  percentage  of  the  sales  comes  from  a  small 
percentage  of  the  number  of  liquors  listed.   As  shown  above,  27-29%  of  the 
liquor  items  listed  accounted  for  90  percent  of  the  sales.   This  does  not 
mean  the  remaining  71-73%  should  be  delisted.   However,  we  believe  it  does 
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11.1% 

14.7% 

27.3% 

11.3 

14.8 

27.2 

11.5 

15.1 

27.6 

11.9 

15.7 

28.9 

indicate  that  the  1,400  liquor  items  listed  for  sale  by  the  board  is  an 
excessive  number. 

We  were  advised  that  basically,  the  procedures  for  listing  a  liquor 
in  Montana  are  as  follows: 

1.  The  distiller  sends  samples  to  the  board  members. 

2.  The  distiller's  representative  provides  on  a  pre-printed 
form  basic  information  about  the  liquor,  such  as  size,  proof, 
age,  and  price. 

3.  The  representative  meets  with  the  board  members,  at  one  of 
the  monthly  meetings,  and  gives  his  "sales  pitch"  and 
answers  the  questions  of  the  board  members. 

4.  The  board  members  discuss  the  proposal  and  decide  whether 
the  liquor  should  be  listed. 

The  board  has  not  established  any  written  criteria  or  guidelines 
from  which  to  analyze  and  evaluate  a  distiller's  proposal.   We  found 
no  evidence  that  independent  formal  evaluations  were  made  and  docu- 
mented.  It  appears  to  us  that  there  are  several  factors,  which  should 
be  considered,  weighted,  and  evaluated  before  the  decision  is  reached  as 
to  whether  a  liquor  should  be  listed.   We  understand  that  some  of  the 
information  needed  to  consider  the  factors  discussed  below  is  available 
to  the  board  members.   We  were  unable  to  determine  the  extent  to  which 
these  factors  affected  the  board  members'  decision  since  criteria  has 
not  been  established  nor  formal  evaluations  performed. 

The  state  of  Oregon,  for  example,  examines  each  proposed  listing 
based  on  the  following  criteria: 

1.   How  many  other  brands  there  are  in  the  same  category  and 
what  are  the  prices,  proofs,  and  ages. 
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2.  Whether  or  not  the  brand  has  been  listed  before  in  the  state. 

3.  The  number  of  other  liquor  monopoly  states  where  it  is  listed. 

4.  The  sales  record  in  the  other  states. 

5.  The  sales  quota  required  in  Oregon. 

Apparently  the  board  members  do  not  seriously  consider  how  many 
similar  brands  are  listed,  evidenced  by  the  fact  that  about  1,400  liquors 
have  been  approved  for  sale.   A  couple  of  examples  of  this  are  that  there 
are  seven  tequilas  listed  by  the  board,  two  of  which  consist  of  approxi- 
mately 77%  of  total  tequila  sales.   The  November  1,  1969  price  list  re- 
flects listings  for  22  different  brands  of  80  proof  vodka,  and  when 
considering  the  different  sizes,  the  consumer  has  a  selection  of  48 
different  stock  items. 

We  understand  that  the  distillers'  representatives  provide  informa- 
tion on  other  control  states  which  list  the  proposed  liquor.   Sometimes 
■the  sales  record  in  those  states  is  also  provided  by  the  representatives. 
It  is  reasonable  to  assume  that  the  representative  will  not  present 
unfavorable  information  concerning  his  product  and  the  board  members 
therefore  do  not  have  complete  information.   It  appears  that  the  board 
members'  decision  is  based  primarily  on  the  impressions  made  by  the 
representatives . 

We  do  not  mean  to  imply  that  the  criteria  established  in  Oregon  is 
complete  or  that  all  factors  are  appropriate  in  Montana.   To  the  contrary, 
other  factors  may  be  equally  important.   For  example,  the  extent  to 
which  the  distiller  is  willing  and  able  to  advertise  and  the  sales  record 
of  similar  priced  liquors  already  listed  may  be  of  considerable  importance, 

We  believe  that  the  absence  of  written  sound  criteria  and  guidelines 
and  the  lack  of  a  formal  evaluation  using  these  guidelines  is  the  major 
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reason  excessive  amounts  of  liquors  are  listed  for  sale. 

We  believe  a  formal  evaluation  system  should  be  adopted  documenting 
the  information  needed  to  reach  a  sound  decision  in  view  of  the  afore- 
mentioned criteria.   The  evaluations  would  best  be  performed  by  the 
board  staff  in  advance  of  the  meetings  between  the  distillers'  repre- 
sentatives and  the  board  members.   Listings  should  be  considered  no 
more  than  twice  a  year  to  allow  for  comparing  the  proposals  of  the  various 
distillers.   The  distillers  should  be  required  to  submit  their  applica- 
tions in  advance  of  the  meetings  to  allow  for  complete  evaluations. 
The  applications  should  include  basic  information  such  as  the  following 
in  order  to  assist  in  the  evaluations: 

1.  All  control  states  in  which  the  brand  is  listed. 

2.  Sales  records  in  the  control  states  (to  be  verified  during 
the  formal  evaluations) . 

3.  Advertising  programs  proposed  in  the  state  during  the  first 
year. 

4.  Other  data  needed  to  evaluate  the  proposals  in  light  of  the 
criteria. 

The  board's  staff  should  provide  the  board  members  copies  of  their  formal 
evaluations  as  well  as  their  recommendations  in  advance  of  the  meeting. 
Files  should  be  maintained  for  each  proposal  to  include  the  distiller's 
application,  the  formal  evaluation  and  recommendation,  the  minutes  of 
the  meeting,  and  the  board  members'  decision  and  reasons  for  that  decision, 

A  second  reason  for  the  excessive  listings  stems  from  the  fact  that 
the  board  does  not  monitor  and  control  new  listings  on  a  regular  basis. 
The  state  of  Maine  gives  a  new  liquor  one  year  to  meet  an  established 
quota  or  it  is  delisted.   We  were  advised  that  it  would  be  feasible  to 
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purchase  smaller  quantities  of  new  listed  liquors,  which  could  be  tested 
in  all  Class  "A"  stores  or  a  combination  of  Class  A,  B  and  C  stores  for 
a  period  of  one  year.   Acceptable  quotas  could  be  established  and  if 
met,  the  liquor  would  remain  on  the  list.   The  trial  test  could  be 
flexible  enough  to  provide  an  extension  of  three  or  four  months  for 
a  brand  that  showed  a  significant  increase  in  sales  the  last  few  months 
but  failed  to  meet  the  quota. 

We  believe  that  since  27-29%  of  the  liquors  listed  accounted  for 
90  percent  of  the  sales  and  since  other  states  can  apparently  function 
with  a  substantially  less  number  of  items  listed,  the  number  of  liquor 
items  listed  by  the  board  is  substantially  higher  than  necessary.   We 
believe  that  this  is  caused  primarily  by  the  lack  of  listing  criteria, 
inadequate  or  no  formal  evaluation,  and  the  lack  of  a  system  to  control 
and  test  new  listings  on  a  trial  basis. 

Based  upon  our  evaluation  of  present  listings,  comparisons  with 
other  control  states,  and  discussions  with  knowledgeable  personnel  of 
the  board,  we  believe  the  state  of  Montana  could  be  served  more  than 
adequately  with  between  700  and  800  listings.   However,  this  does  not 
mean  the  customer  would  be  limited  to  the  established  listings  because 
the  board  will  place  special  orders  for  unlisted  items  with  a  minimum 
quantity  order  of  one  case. 

We  performed  an  analysis  to  determine  the  approximate  dollar  amount 
that  could  be  eliminated  from  inventory  if  the  board  were  to  maintain 
a  listing  of  750  liquors.   We  did  this,  not  to  specify  the  particular 
liquors  to  be  delisted  but  rather  to  determine  the  costs  involved.   The 
analysis  was  based  on  sales  volume.   In  other  words,  we  eliminated  the 
merchandise  items  which  contributed  least  to  sales  volume.   The  analysis 
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showed  that  if  only  750  liquors  were  listed,  the  dollar  value  of  the 
current  inventory  level  could  be  reduced  by  approximately  $227,000  and 
the  money  transferred  to  the  general  fund.   There  would  be  an  undeter- 
mined cost  savings  as  a  result  of  handling  fewer  cases  and  incurring 
smaller  operating  costs. 

RECOMMENDATION 

We  reaanmend  that  the  board: 

1.  Establish  an  acceptable  sales  quota  for  each  type  of 
liquor  listed. 

2.  Make  an  immediate  determination  of  the   liquors  presently 
listed  that  do  not  meet  the  above  mentioned  sales  quotas. 

3.  Delist  the  liquors  presently  in  the  inventory  that  do 
not  meet  the  established  quotas  and  the  stock  on  hand 
either  be  sold  or  returned  to  the  distillers. 

4.  Establish  written  criteria  for  evaluating   the  merits 
of  liquors  proposed  for  listing  in  the  future. 

5.  Adopt  a  formal  system  of  evaluation  of  proposed  listings 
including  documentation  of  the  information  needed  to 
reach  a  sound  decision  based  upon  the  established  criteria. 

6.  Document  the  reasons  for  listing  or  not  listing  each  of 
the  proposed  liquors. 

7.  Test  the  salability  of  new  listings  on  a  trial  basis  in 
either  Class  A  or  a  combination  of  Class  A^   B  and  C  stores. 

Delisting  Procedures  and  Control 

As  mentioned  above,  delisting  is  the  procedure  used  to  remove  previously 
approved  liquors  from  the  listing.   From  the  available  records  we  were  able 
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to  determine  that  in  May  1958  the  board's  administrator  established 
minimum  monthly  sales  volume  requirements  for  vodka,  straight  whiskey, 
and  blended  whiskey.   Even  at  that  time  there  was  an  accumulation  of 
slow  moving  items  which  hampered  the  merchandising,  distribution,  and 
transportation  operations.   The  last  administrator  also  recognized  the 
need  for  delisting  and  in  April  1966  suggested  the  following  monthly 
sales  requirements  for  the  same  types  of  liquor  mentioned  above: 

Half  Pints  -   5  cases 

Pints  -  10  cases 

Fifths  &  Quarts     -  20  cases 

Half  Gallons        -  15  cases 
That  administrator  also  requested  the  board  members  to  make  it  an  admini- 
strative task  to  delist  in  accordance  with  the  above  minimum  requirement. 
The  board  members  adopted  the  minimum  standards  and  authorized  the  admini- 
strator to  delist.   We  could  find  no  evidence  that  the  prior  administrator 
delisted  on  a  regular  basis.   We  were  advised  that  it  was  done  periodically 
but  that  the  list  was  probably  submitted  to  the  board  members  for  approval. 

The  present  administrator  established  minimum  sales  requirements  for 
all  spirits  in  June  1969.   These  minimum  sales  requirements  were  the  same 
as  shown  above  except  that  tenths  were  added  and  required  a  minimum  of  10 
case  sales  per  month.   We  were  advised  that  the  present  administrator  did 
delist  a  number  of  items  but  was  advised  by  the  board  members  that  he  had 
no  authority  to  delist  and  that  the  board  members  would  make  such  decisions. 
Neither  the  purchasing  agent  nor  the  administrator  have  been  informed  as 
to  their  specific  responsibilities  for  delisting.   There  appears  to  be  a 
serious  communication  gap  as  to  the  responsibilities  of  the  parties  in- 
volved.  We  believe  that  the  board  has  not  applied  the  established  minimum 
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requirements  on  a  regular  basis  and  there  are  hundreds  of  items  which 
could  be  delisted. 

We  believe  that  the  board's  staff  should  evaluate  each  item  listed 
every  six  months  in  view  of  the  sales  criteria  previously  discussed  and 
make  the  appropriate  delistings.   Slow  moving  items  during  the  first 
six  month  evaluation  should  be  identified,  purchases  should  be  limited, 
if  not  eliminated,  and  a  critical  review  performed  at  the  end  of  the 
second  six  months  to  determine  if  the  item  should  be  delisted.   We 
emphasize  the  point  that  the  decision  to  delist  should  be  delegated  to 
the  administrator  and  his  staff  and  the  decision  made  in  accordance  with 
the  criteria  adopted  by  the  board  members. 

We  analyzed  the  total  sales  from  September  1968  through  August  1969 
for  all  liquors  that  had  an  inventory  supply  in  excess  of  three  months. 
This  analysis  showed  that  of  the  671  liquors  with  stock  in  excess  of  a 
three  months'  supply,  439,  or  nearly  two- thirds,  would  not  have  met  the 
minimum  sales  volume  requirements  established  in  June  1969.   We  point 
this  out  not  for  the  purpose  of  identifying  what  specific  liquors  should 
be  delisted  but  rather  to  demonstrate  that  the  board  has  not  been  carry- 
ing out  its  delisting  responsibilities. 

The  minimum  sales  requirements  as  discussed  above  are  not  complete, 
in  that  certain  factors  are  not  considered.   High  value  or  unique  liquors 
may  not  meet  minimum  requirements  yet  it  may  still  be  desirable  to  list 
some  of  these  liquors  as  a  service  to  the  public.   We  have  been  advised 
that  there  would  be  relatively  few  of  these  types  of  liquors.   The  re- 
quirements as  stated  do  not  consider  such  things  as  net  profit  and  type 
of  liquor.   For  example,  considering  20  cases  as  the  minimum  sales  volume, 
brand  "X"  may  net  the  state  $50  profit  on  the  sale  of  10  cases  and  brand 
"Y"  selling  20  cases  may  net  the  state  $40  profit.   Under  the  present 
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requirements  brand  "X"  should  be  delisted. 

North  Carolina,  as  an  example,  has  established  sales  quotas  for  the 
following  types  of  liquor:   Canadian,  bonds,  corn,  straight  and  blended 
bourbons,  scotch,  gin  and  vodka.   We  believe  that  Montana's  existing 
minimum  sales  requirements  are  inadequate  to  meet  the  needs  of  the  board 
and  the  public. 

RECOMMEmATION 

We  recommend  that  the  board  members  establish  criteria  for  delisting 
and  that  the  board's  staff  be  authorized  to  evaluate  each  item 
listed  every  six  months  and  make  the  appropriate  delistings  based 
upon  the  established  sales  criteria. 

Excess  Inventory 

The  board  has  not  established  a  system  to  determine  how  many  cases 
of  each  type  of  liquors  (inventory  stock  level)  should  be  on  hand  in 
the  central  warehouse  and  state  stores.   A  management  consulting  firm 
reviewed  the  state  of  Vermont's  liquor  control  board  and  recommended 
that  an  average  12  week  supply  of  stock  should  be  maintained.   Iowa  has 
had  a  long  standing  policy  to  maintain  a  maximum  three-month  inventory. 
The  board's  administrator  and  warehouse  superintendent  state  that  a 
three-month  supply  of  stock  in  the  inventory  would  be  more  than  adequate 
to  meet  the  normal  demands  and  would  in  fact  cover  most  emergencies. 
We  were  advised  that  it  takes  about  one  month's  lead  time  to  receive 
a  shipment  after  it  is  ordered. 

Based  on  the  sales  from  September  1968  through  August  1969,  we 
analyzed  the  total  warehouse  and  stores  inventory  as  of  September  1969 
to  identify  the  amount  of  stock  on  hand  in  excess  of  three  months.   We 
found  671  separate  liquors  had  a  total  of  28,708  cases  in  excess  of  a 
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three-month  supply.   The  total  cost  to  the  state  for  this  merchandise 
was  about  $736,000.   Considering  the  fact  that  this  represents  about 
21  percent  of  the  total  reported  inventory  cost,  we  believe  this  is 
a  significant  and  unnecessary  amount  of  money  tied  up  in  excess  inven- 
tory which  should  be  released  to  the  general  fund.   There  were  42  items 
having  over  a  two-year  supply  and  one  item  with  a  91-month  supply.   It 
is  reasonable  to  assume  that  other  operating  costs  resulted  from  this 
excess  inventory.   For  example,  the  stock  takes  additional  warehouse 
space  and  must  be  handled  and  moved  resulting  in  storage  and  personnel 
costs. 

Slow  moving  inventory  is  a  major  operational  problem  for  the  board. 
We  performed  a  limited  review  of  liquors  for  which  a  sale  had  not  been 
made  for  the  nine  month  period  ending  September  1969.   We  identified 
75  items  which  had  an  average  of  an  18-month  time  lapse  since  the  last 
sale,  with  a  high  of  a  40-month  time  lapse.   We  believe  that  the  excess 
inventory  problems  are  a  result  of  the: 

1.  Lack  of  written  criteria  and  guidelines  for  listing. 

2.  Absence  of  a  formal  evaluation  of  liquors  proposed  for 
listing. 

3.  Failure  to  monitor  and  control  new  listings  in  light  of 
an  acceptable  sales  quota. 

4.  Incomplete  criteria  for  delisting. 

5.  Failure  to  establish  and  follow  a  regular  procedure  for 
delisting. 

6.  Apparent  unawareness  on  the  part  of  all  parties  as  to 
their  responsibilities  for  delisting. 

7.  Failure  to  establish  and  follow  acceptable  inventory  stock 
levels. 
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In  some  states  the  legislature  has  controlled  the  problem  of 
excess  inventory  by  limiting  by  statute  the  total  dollar  amount  that 
can  be  invested  in  inventory.   Although  such  an  approach  may  be  a 
solution,  we  believe  that  due  to  the  fluctuations  of  needs  for  addi- 
tional inventory  such  as  during  holiday  seasons,  the  best  solution 
would  be  to  delist  the  items  in  inventory  that  fail  to  meet  sound 
established  quotas  and  to  maintain  the  inventory  investment  at  a 
judicious  level. 

RECOMMENDATION 

We  recornmertd  that  the  board: 

1,  Determine  the  maximum  combined  warehouse  and  state 
store  inventory  stock  levels  needed  to  maintain  an 
adequate  supply  of  liquor. 

2.  Adjust  immediate  future  purchases  to  bring   the  inventories 
down  to  this  level. 

S.  Reprogram  the  computer  to  notify  the  purchasing  agent 
when  it  is  appropriate  to  order  more  stock  based  upon 
this  determined  level. 
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LIQUOR  WITHDRAWN  FROM  WAREHOUSE  INVENTORY 

As  a  part  of  our  examination  at  the  board,  we  evaluated  a  process 
by  which  accounting  and  inventory  records  are  periodically  adjusted  for 
liquor  which  is  defective,  damaged,  or  otherwise  unsalable.   We  found 
that  significant  inventory  and  accounting  adjustments  have  been  made 
through  a  procedure  utilizing  a  preprinted  form  called  a  "Vendor's 
Application  For  Credit."  Although  credit  applications  are  all  serially 
numbered,  no  attempt  is  made  to  control  their  distribution  or  otherwise 
account  for  them  periodically. 

Credit  applications  originate  from  basically  three  sources;  namely, 
store  vendors,  warehousemen,  and  the  board's  purchasing  agent.   Credit 
applications  from  these  sources  can  result  in  merely  an  adjustment  of 
board  records,  as  is  the  case  when  liquor  is  accidentally  broken  in  the 
warehouse  or  stores,  or  they  may  also  result  in  a  claim  for  credit  to 
a  transportation  agent,  or  distiller,  as  is  the  case  with  transportation 
damage  or  defective  liquor. 

We  found,  however,  that  credit  applications  were  also  prepared  for 
liquor  which  was  withdrawn  from  the  regular  warehouse  inventory.   Credit 
applications  of  this  type  resembled  other  credit  applications  except 
that  the  word  "unsalable"  was  annotated  across  the  face  of  the  document 
(Appendix  I) . 

Our  inquiry  into  the  nature  of  the  so-called  unsalable  liquor  immedi- 
ately identified  a  number  of  questionable  aspects.   For  example,  apparently 
large  quantities  of  the  top  selling  brands  of  liquor  were  unsalable  for 
some  reason;  credit  applications  for  unsalable  liquor  were  originating 
from  the  board's  purchasing  section  but  were  signed  by  a  warehouseman 
and  the  administrator;  and  we  were  unable  to  ascertain  what  became  of 
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the  liquor  withdrawn  under  the  pretense  that  it  was  unsalable.   Our 
interest  was  further  aroused  when,  subsequent  to  our  initial  inquiries, 
the  use  of  "unsalable"  as  a  description  of  the  merchandise  withdrawn 
was  discontinued  in  favor  of  a  new  technique  whereby  the  same  credit 
application  form  was  used.   However,  either  a  distiller  representative 
signed  the  document  in  lieu  of  the  administrator  and  warehousemen  or 
the  phrase  "Samples  withdrawn  by  (name  of  distiller  representative)" 
was  typed  on  the  form. 

Unsalable  liquor  was  withdrawn  from  the  regular  warehouse  inventory 
through  a  relatively  simple  process  using  the  credit  applications  for 
unsalable  liquor  as  a  key  document.   As  shown  by  the  flow  chart  on 
Appendix  II,  credit  applications  for  desired  brands  of  liquor  were 
prepared  by  the  board's  purchasing  section,  marked  "unsalable,"  signed 
by  the  administrator,  and  sent  to  the  warehouse.   Upon  receipt  of  the 
credit  applications  marked  "unsalable,"  the  warehousemen  physically 
withdrew  the  specified  liquor  from  the  regular  inventory,  countersigned 
the  credit  applications  acknowledging  the  merchandise's  removal  from 
inventory,  and  returned  copies  to  the  board's  data  processing  and  pur- 
chasing sections.   The  copy  sent  to  the  data  processing  section  was  used 
to  reduce  the  perpetual  inventory  records  by  the  amount  of  liquor  with- 
drawn while  the  purchasing  section  copies  became  the  basis  for  CI)  formal 
adjustment  of  the  accounting  records,  and  (2)  invoicing  of  the  distillers. 
The  distillers  were  invoiced  or  billed  for  the  cost  of  the  liquor  with- 
drawn at  a  rate  which  included  both  the  actual  cost  plus  a  factor  for 
freight.   Since  we  know  of  no  instance  where  the  distillers  failed  to 
remit  the  invoiced  amount  or  issue  a  credit  memorandum,  the  board  apparently 
recovered  the  cost  of  the  unsalable  liquor.   A  number  of  credit  memoranda 
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issued  by  the  distillers  indicated  that  they  consider  the  cost  of  unsalable 
liquor  to  be  a  sales  promotion  expense. 

On  December  18,  1969,  we  performed  a  complete  physical  count  of  all 
liquor  on  the  central  office  warehouse  premises.   Our  count  disclosed 
some  discrepancies  in  the  regular  warehouse  inventory  which,  in  our 
opinion,  are  relatively  insignificant  when  related  to  the  53,482  cases 
of  liquor  on  hand  at  the  time  of  our  count. 

We  also  found  a  large  quantity  of  liquor  stored  near  the  board  members' 
meeting  room.   This  liquor  consisted  of  537  bottles  of  various  stock  and 
nonstock  items,  most  of  which  were  repacked  in  boxes  other  than  the  origi- 
nal boxes  (Appendix  III).   Some  of  the  liquor  was  in  the  original  distiller 
boxes  which  were  addressed  to  various  officials  of  the  board,  including 
the  five  board  members,  the  administrator,  and  the  legal  counsel  (Appen- 
dix IV). 

Most  of  the  liquor  in  this  group  had  been  removed  from  the  regular 
warehouse  inventory  by  means  of  credit  applications.   Because  both  stock 
and  nonstock  items  were  included  in  the  group,  we  were  unable  to  establish 
the  exact  value  of  all  the  liquor.   However,  the  retail  value  of  the 
stock  items  was  $2,690. 

Our  analysis  of  credit  applications  prepared  for  unsalable  liquor 
during  the  four-year  period  ending  in  December  1969,  (Appendix  V),  dis- 
closed that  approximately  31,500  bottles  of  liquor  were  withdrawn  from 
inventory  under  the  pretense  of  being  unsalable  or  withdrawn  by  the 
distiller  representative.   The  cost  value  of  this  liquor  was  $72,482 
while  the  potential  retail  value  was  $119,876.   Because  this  liquor  was 
not  sold,  the  state  incurred  a  loss  of  markup  and  excise  tax  revenues 
of  $47,394  over  this  period. 
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A  report  to  the  legislature  by  the  Legislative  Council  entitled 
"Administration  of  the  State  Liquor  Monopoly"  dated  December  1964,  stated 
that  there  were  indications  at  that  time  that  liquor  was  being  improperly 
removed  from  the  warehouse  inventory.   The  report  also  expressed  the  belief 
that  the  board  was  receiving  samples  from  distiller  representatives  in 
such  quantities  that  it  was  "...  apparent  that  even  the  intent  of 
providing  a  mere  sample  (was)  not  present."   The  council  concluded  that 
"...  an  element  of  the  gift  (was)  present  in  the  large  quantities  of 
liquor  received  by  the  board  each  month."   On  the  basis  of  their  obser- 
vations, the  council  recommended  that  the  board  be  required  by  law  to 
maintain  a  written  record  of  the  samples  received,  from  whom  supplied, 
and  the  final  disposition  of  any  such  liquor.   In  this  regard,  we  question 
the  qualifications  of  the  individual  board  members  to  realistically 
evaluate  samples.   We  believe  matters  such  as  alcoholic  content,  consist- 
ency of  quality,  and  other  attributes  could  be  better  performed  by  a 
chemical  analysis  laboratory  equipped  for  such  purposes,  such  as  the 
state  Department  of  Health  or  the  Department  of  Pharmacology  at  the 
University  of  Montana. 

Specific  provisions  of  law  have  been  established  to  regulate  and 
control  the  relationships  between  distiller  representatives  and  members 
of  the  board.   Section  4-153,  R.C.M.  1947,  provides  that: 

"No  member  or  employee  of  the  board  or  any  employee  of  the 
state  shall  solicit  or  receive  directly  or  indirectly  any 
commission,  remuneration  or  gift  whatsoever  from  any  person 
or  corporation  having  sold,  selling  or  offering  liquor  for 
sale  to  the  state  or  board  in  pursuance  of  this  act." 
and  further  provides  that: 
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The  board  shall  maintain  written  records  of  all  samples 
received;  such  records  shall  show  the  brand  name,  amount, 
from  whom  received,  and  the  name  of  the  person  to  whom  the 
sample  was  delivered  or  other  final  disposition." 
We  found  that  written  records  maintained  by  the  board  pursuant  to 
the  law  consisted  of  a  list  which  was  current  only  to  October  1968,  and 
a  pile  of  freight  documents  and  invoices  for  samples  received.   Neither 
the  incomplete  list  nor  the  miscellaneous  documents  met  the  basic  require- 
ments of  law  for  a  written  record  showing  the  name  of  the  person  to  whom 
the  liquor  was  delivered,  or  other  disposition.   In  addition,  none  of 
the  liquor  withdrawn  from  inventory  by  means  of  credit  applications 
was  included  in  the  sample  items  on  the  list.   Therefore,  it  is  obvious 
insofar  as  the  records  are  concerned,  that  the  liquor  withdrawn  from 
inventory  was  not  considered  to  be  a  sample.   This  is  further  substanti- 
ated, in  our  opinion,  by  the  fact  that  unusually  large  quantities  of 
top  selling  brands  of  liquor  were  withdrawn  from  the  inventory  (Appen- 
dix VI) ,  and  that  the  withdrawal  of  any  liquor  by  any  means  ceased 
completely  subsequent  to  our  physical  count. 

There  is  no  question,  in  our  opinion,  that  liquor  was  illegally 
removed  from  the  warehouse  inventory.   As  cited  above,  the  law  specifi- 
cally prohibits  board  members  and  employees  from  receiving  liquor  except 
as  samples,  and  specifically  requires  that  all  samples  be  listed  as  such. 
The  law  (Section  4-150,  R.C.M.  1947)  also  prohibits  anyone  within  the 
state  from  having  or  keeping,  with  certain  exceptions,  any  liquor  which 
was  not  purchased  from  a  state  liquor  store  and  specifically  prohibits 
(Section  4-151,  R.C.M.  1947)  distiller  representatives  from  giving  any 
liquor  to  any  person  except  as  permitted  under  the  law.   In  addition. 
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we  have  determined  that  the  term  "unsalable"  is  not  written  on  those 
applications  for  credit  used  to  relieve  inventory  of  truly  defective 
merchandise.   Accordingly,  no  matter  how  the  liquor  was  removed  from 
the  warehouse  inventory  and  distributed,  in  our  opinion,  one  or  more 
provisions  of  law  were  violated.   In  this  regard,  we  found  instances 
where  credit  applications  were  signed  in  blank  by  distiller  representa- 
tives only  to  be  subsequently  completed  when  the  desired  brands  and 
quantities  of  liquor  were  decided  upon  (Appendixes  VII  and  VIII).   On 
the  other  hand,  we  found  credit  applications  which  were  completed  inso- 
far as  type  of  liquor  was  concerned,  but  were  not  yet  signed  by  the 
distiller  representatives  (Appendix  IX)  and  we  found  credit  applications 
which  showed  the  probable  distribution  of  the  liquor  on  the  face  of  the 
document  (Appendix  X) . 

It  might  be  contended  that  the  liquor  was  withdrawn  as  samples 
by  the  various  distiller  representatives.   As  pointed  out  above,  however, 
this  would  be  contrary  to  law.   In  addition,  the  records  show  that  in 
many  instances,  credit  applications  were  prepared  and  the  liquor  with- 
drawn even  though  the  respective  distiller  representatives  did  not 
attend  the  board  meeting. 

Our  position  is  further  substantiated  by  the  fact  that  one-half  of 
the  liquor  withdrawn  under  the  pretense  of  being  samples  or  unsalable  in 
December  1969,  was  present  in  the  warehouse  at  the  time  of  our  count  on 
December  18,  1969.   Of  the  $5,244  cost  of  liquor  withdrawn  during  the 
month,  $2,690  was  on  hand  at  the  time  of  our  count.   The  undistributed 
liquor  was  subsequently  impounded  by  the  State  Attorney  General  who  is 
holding  it  at  the  time  of  this  writing. 

Although  there  is  no  question  as  to  whether  the  liquor  was  removed 
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from  inventory,  a  question  does  exist  as  to  the  disposition  of  the  liquor. 
Because  of  the  apparent  violation  of  the  law,  we  believe  this  is  a  legal 

matter  requiring  legal  action  and  expertise.   Accordingly,  we  have  referred 
the  matter  to  the  Attorney  General  who  has  the  matter  under  consideration 
as  of  the  date  of  this  report. 

RECOMMEWATION 

We  reconmend  that: 

1.  Written  procedures  governing  the  function  and  use  of 
applications  for  credit  be  established. 

2.  Applications  for  credit  be  prepared  only  by  store  vendors 
and  warehousemen  for  merchandise  which  is  actually  damaged^ 
defective 3   or  otherwise   truly  unsalable. 

3.  The  serial  number  feature  of  the  applications  for  credit 
be  used  to  establish  positive  control  over  the  documents 
and  that  outstanding  documents  be  verified  by  store 
auditors  as  a  part  of  their  periodic  store  audits. 

4.  Written  procedures  be  established  for  the  handling  and 
control  of  liquor  samples. 

5.  A  formal  written  record  be  established  and  maintained^   in 
accordance  with  Section  4-153,   R.C.M.    1947,   showing  for 
all  samples  received: 

a.  The  brand  name. 

b.  Quantity. 

c.  From  whom  received  and  date  of  receipt. 

d.  To  whom  delivered,   or  other  disposition  and  date  thereof. 

6.  Arrangements  be  made  with  a  qualified  chemical  analysis 
laboratory  for  the  scientific  testing  of  samples  and  that 
all  samples  be  forwarded  to  such  a  laboratory  after  their 

recexpt  has  been  recorded  by  the  board. 
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LIQUOR  NOT  STORED  IN  STATE  WAREHOUSE 

Section  4-101,  R.C.M.  1947,  provides  "...  and  such  beer,  ale, 
porter,  stout  and  malt  liquor  containing  more  than  4  percent  of  alcohol 
by  weight,  are  hereby  classified  and  defined  as  liquor  and  shall  be 
subject  to  regulation  and  control  under  the  terms  of  the  state  liquor 
control  act  of  Montana  .  .  .." 

Section  4-113,  R.C.M.  1947,  provides  that  the  board  may  prescribe 
such  regulations  as  they  deem  necessary  to  carry  out  the  provisions  of 
the  liquor  control  act  to  include  "specifying  and  describing  the  place 
and  the  manner  in  which  liquor  may  be  lawfully  kept  or  stored." 

With  the  exception  of  one  brand  of  malt  liquor  which  is  stored  in 
a  licensed  beer  wholesaler's  warehouse  and  liquor  purchased  by  NATO  forces 
on  duty  in  Montana,  the  current  practice  of  the  board  is  to  store  all 
liquor  received  in  the  state  at  the  central  warehouse  until  such  time 
as  it  is  shipped  to  the  state  liquor  stores  for  sale. 

During  the  course  of  the  audit,  we  found  no  information  in  the  board 
minutes  or  in  any  files  authorizing  a  place  other  than  the  central  ware- 
house in  which  liquor  could  be  stored.   The  apparent  reason  for  storing 
the  malt  liquor  in  another  location  was  that  the  board  ordered  a  supply 
sufficient  enough  to  last  from  six  to  eleven  months  and  there  was  not 
enough  room  in  the  central  warehouse  to  store  this  much  more  liquor 
(initial  order  of  2,331  cases  in  October  1968  and  2,037  cases  in  Decem- 
ber 1968). 

The  malt  liquor  was  transferred  to  the  warehouse  and  to  the  Helena 
state  liquor  store  as  the  need  arose,  or  as  space  would  provide.   The 
amount  of  liquor  received  by  the  state  store  was  telephoned  into  the 
central  office  and  a  receiving  report  was  prepared.   The  report  was 
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signed  by  the  warehouse  superintendent  but  the  signature  on  the  receiving 
report  indicated  only  that  the  vendor  had  reported  the  merchandise  re- 
ceived, not  that  the  superintendent  had  received  the  liquor.   We  attempted 
to  reconcile  the  receiving  reports  to  the  invoice  from  the  brewery  and 
noted  that  seven  cases  had  not  been  received,  although  paid  for  by  the 
board.   Upon  notifying  the  purchasing  agent  of  the  shortage,  the  board 
notified  the  wholesaler  who  then  purchased  seven  cases  at  the  Helena 
store  as  he  did  not  have  them  in  his  warehouse  and  delivered  them  to 
the  state  warehouse.   The  wholesaler,  who  is  also  associated  with  a 
licensed  liquor  store,  was  unable  to  explain  the  disappearance  of  the 
seven  cases. 

The  board  has  a  policy  of  not  submitting  a  liquor  invoice  for 
payment  until  all  liquor  listed  thereon  is  under  the  warehouse  roof, 
so  consequently  liquor  ordered  from  the  brewery  in  December  1968  was 
not  fully  paid  for  until  November  1969,  nor  was  the  undelivered  amount 
at  June  30,  1969  recorded  in  the  books  and  records  of  the  board  or 
included  in  inventory. 

RECOMMEWATION 

We  recommend  that   licfuor  reaeived  in  the  state  to  be  sold  through 
state   liquor  stores  all  be  warehoused  at  the  central  warehouse. 

AUTHORITY  TO  AUDIT  DOMESTIC  CORPORATIONS 

We  found  that  two  domestic  corporations  are  engaged  in  the  production 
of  liquor  which  is  purchased  by  the  board.   Because  of  the  fact  that  the 
production  processes  are  located  within  the  state  and  the  liquor  does 
not  cross  state  lines  in  moving  to  the  board  warehouse,  a  number  of 
controls  that  normally  exist  are  missing.   For  example,  the  possibility 
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exists  that  liquor  could  be  moved  directly  from  the  production  centers 
to  retail  outlets  or  elsewhere  without  the  knowledge  of  the  board;  whereas 
in  the  case  of  imported  liquor,  formal  shipping  documents  are  created  and 
are  available  to  the  board  as  a  control  over  shipments  of  liquor  into 
the  state. 

We  believe  that  the  possibility  of  improper  transactions  as  well  as 
potential  conflict  of  interest  problems  insofar  as  stock  ownership  is 
concerned,  warrants  periodic  audit  of  the  corporate  records.   We  found, 
however,  tliat  under  the  present  liquor  laws  and  regulations  the  board 
apparently  does  not  have  the  authority  to  examine  the  records  of  domes- 
tic corporations  engaged  in  the  production  of  liquor,  although  it  does 
have  that  authority  with  respect  to  breweries  and  retail  beer  outlets. 

RECOMMENDATION 

We  recommend  that: 

1.  The  board  take  whatever  action  necessary   to  obtain  the 
authority  and  right  to  make,   at  any  time,   an  examination 
of  the  books  of  account  of  corporations  or  businesses 
involved  in  domestic   liquor  production,    and  to  examine 
their  premises  and  otherwise  check   their  methods  of 
conducting  business. 

2.  Once   the  above  authority  and  right  is  established,    the 
board  periodically  undertake  audits  or  examinations  of 
the  domestic  corporations   to  assure  compliance  with  the 
liquor   laws  and  regulations. 

DEFECTIVE  AND  DAMAGED  MERCHANDISE 

Accounting  For  Defective  And  Damaged  Merchandise 

Credit  applications  are  prepared  by  store  vendors  and  the  warehouse 
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supervisor  at  various  times  during  the  month  for  damaged  and  defective 
merchandise.   The  forms  are  submitted  to  the  board's  traffic  manager 
who  records  and  classifies  them  and  submits  a  copy  of  the  form  to  the 
data  processing  section  for  deletion  from  the  inventory  records.   At 
the  end  of  the  month  the  traffic  manager  usually  prepares  invoices  to 
the  distiller,  railway  companies,  etc.,  based  upon  the  credit  applica- 
tions submitted  during  the  month.   However,  she  will  sometimes  hold 
some  credit  applications  and  not  prepare  an  invoice  until  a  subsequent 
month.   In  addition,  the  classification  of  the  application  for  credit 
is  sometimes  changed,  such  as  from  defective  merchandise  to  breakage 
and  shortage.   The  data  processing  section  is  not  notified  of  these 
changes  and  therefore  a  variance  between  the  trafiic  manager  and  data 
processing  records  results. 

Reimbursement  of  claims  filed  for  freight-damaged  merchandise  is 
paid  by  check  and  reimbursement  for  defective  merchandise  is  made  by 
either  check  or  credit  memo  from  the  distiller  or  winery.   As  the  board 
does  not  order  monthly  from  each  distiller  or  winery,  a  credit  memo  may 
be  on  hand  for  a  considerable  length  of  time  prior  to  being  utilized. 

Of  the  $14,167  due  the  board  at  June  30,  1969,  for  reimbursement 
from  distillers,  there  were  invoices  totaling  $719  that  were  from  2  to 
6  months  old  for  which  no  credit  memo  has  been  received.   Of  the  $4,143 
due  the  board  for  railway  claims  at  June  30,  1969,  there  were  claims 
2  to  6  months  old  totaling  $1,065. 

There  is  no  permanent  record  of  the  invoices  prepared  by  the  board. 
Copies  of  the  invoices  are  not  retained  in  a  logical  order  by  the  account- 
ing section  to  assure  that  all  invoices  are  accounted  for. 
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RECOMMEmATION 

We  recommend  that: 

1.  The   traffic  manager  notify  the  data  processing  section 
of  any  changes  made  in  the  final  classification  of 
applications  for  credit^   a  monthly  cutoff  be  established 
to  assure  that  the  traffic  manager  and  data  processing 

are  in  agreement ^   and  data  processing  printouts  be  utilized 
by  the  accounting  section  as  the  source  of  original  entry 
to  ccooid  duplication  of  effort  by  the  traffic  manager 
and  data  processing . 

2.  A  request  be  sent  to  distillers  and  wineries  from  whom 
orders  are  not  placed  monthly  that  all  invoices  for  credit 
be  paid  by  check  instead  of  credit  memo. 

3.  A  copy  of  all  invoices  prepared  by  the  board  be  retained 
in  a  permanent  numerical  file  to  assure  that  all  invoices 
are  accounted  for. 

Disposition  of  Defective  Merchandise 

It  is  the  board's  policy  to  have  the  store  auditors  visit  the  various 
state  liquor  stores.   During  these  visits,  the  auditor  will  collect  from 
the  vendors  of  these  stores  the  bottles  of  defective  merchandise  (i.e., 
bottles  that  have  leaked,  were  not  completely  filled,  have  foreign  sub- 
stance, or  are  discolored).   The  vendor  then  prepares  an  application  for 
credit  form  which  the  store  auditor  signs,  in  order  that  the  vendor  will 
no  longer  be  financially  responsible  for  these  defective  bottles.   A 
copy  of  the  application  for  credit  goes  to  the  central  office  where  a 
billing  is  prepared  and  mailed  to  the  distiller. 

The  auditor  stores  the  defective  merchandise  at  his  personal  residence 
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or  at  one  of  the  state  liquor  stores  until  such  time  as  he  is  able  to 
return  the  merchandise  to  the  central  warehouse  where  it  remains  for 
inspection  by  distiller  representatives.   However,  it  is  normal  procedure 
for  the  distillers  to  pay  for  the  merchandise  by  issuing  a  credit  memo 
without  inspecting  it. 

We  observed  in  excess  of  1,700  bottles  of  defective  merchandise 
in  the  central  warehouse,  some  of  which  has  been  there  since  January  1969. 
Additionally,  we  observed  over  500  units  at  locations  used  by  the  store 
auditors  as  storage. 

Through  our  observations  and  conversations  with  employees  of  the 
board,  we  determined  that: 

1.  There  is  no  board  policy  on  when  the  defective  merchandise 
is  to  be  brought  to  the  central  warehouse  by  the  auditors. 

2.  There  is  no  accountability  over  the  merchandise  as  little 
attempt  is  made  to  reconcile  the  applications  for  credit 
to  the  returned  merchandise. 

3.  The  uncontrolled  merchandise  is  stored  at  the  central 
warehouse  where  it  is  easily  accessible  to  board  personnel. 

4.  There  is  a  lack  of  internal  control  over  the  defective 
merchandise  as  the  traffic  manager  keeps  the  records, 
issues  the  billings,  and  is  responsible  for  the  storage 
and  physical  control  of  the  merchandise. 

RECOMMENDATION 

Vie  reoommend  that: 

1.      The  board  establish  and  effectuate  a  sound  policy  as   to 

when  and  how  often  the  auditors  are  to  deliver  defective 

merchandise  to  the  warehouse. 
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2.  The  returned  merchandise  be  reconciled  to  the  applications 
for  credit  to  insure  proper  accountability. 

3.  The  hoard  notify  all  distillers   that  defective  merchandise 
will  be  stored  no  longer  than  45  days  at  which  time,    if 
not  directed  otherwise  by  the  distiller,    the  merchandise 
will  he  destroyed  by   the  board. 

4.  The  board  establish  proper  internal  control  over  the  defective 
merchandise  by  segregating  the  duties  so  that  accounting 
records  and  hillings  are  separated  from  the  physical  control 
of  the  merchandise. 

5.  For  the  period  the  merchandise  is  stored  in  the  central 
warehouse,    it  be  physically  controlled  and  secured  by   the 
warehouse  supervisor. 

STATE  LIQUOR  STORE  OPERATIONS 

Store  Sales  and  Perpetual  Inventory  Records 

We  believe  the  system  used  in  the  state  liquor  stores  to  maintain 
sales  records  is  antiquated  in  view  of  systems  used  by  other  liquor  monopoly 
states  and  many  retail  businesses. 

State  liquor  stores  are  categorized  in  classes  based  on  a  store's  total 
sales  and  to  some  extent  this  classification  determines  the  number  of  store 
employees.   We  ascertained,  through  visits  to  state  stores,  that  approxi- 
mately 40  man-hours  per  week  in  the  larger  Class  "A"  stores,  20  man-hours 
per  week  in  the  Class  "B"  stores,  and  16  man-hours  per  week  in  the  smaller 
Class  "C"  stores  are  required  to  maintain  sales  records  and  perpetual 
inventory  records.   Sales  records  maintained  daily  consist  of:   (D  sales 
tickets  to  record  each  sale,  (2)  a  worksheet  to  accumulate  sales  by  stock 
item,  and  (3)  a  sales  report  to  transmit  totals  of  each  stock  item  sold 
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to  the  central  office  in  Helena.   In  addition,  total  sales  by  stock  item 
must  be  posted  each  day  to  the  perpetual  inventory  records  and  a  balance 
of  units  on  hand  for  each  stock  item  determined.   We  believe  most  of  the 
man-hours  spent  in  the  stores  keeping  daily  sales  records  and  the  perpetual 
inventory  records  are  unnecessary.   The  required  information  can  be  ob- 
tained more  efficiently  as  indicated  in  the  following  paragraphs. 

The  perpetual  inventory  records  are  used  in  the  store  primarily  to 
check  bottle  overage  and  shortage  reports  from  the  central  office  and  to 
facilitate  ordering  for  those  stores  not  on  the  automatic  order  system. 
Through  our  observations  and  discussions  with  board  employees,  we  deter- 
mined that  a  physical  count  by  the  vendor  could  serve,  and  in  many  stores 
does  serve,  as  an  effective  verification  of  overage  and  shortage  reports. 
Therefore,  in  our  opinion,  the  perpetual  inventory  records  in  the  stores 
can  be  eliminated.   In  addition,  we  believe  elimination  of  the  store 
perpetual  inventory  records  would  strengthen  central  office  control 
over  merchandise  inventories  in  the  stores  since  vendors  would  no  longer 
be  able  to  reflect  perpetual  inventory  amounts  in  their  monthly  physical 
inventories. 

The  time  spent  by  the  state  liquor  store  vendors  in  preparing  and 
submitting  the  daily  sales  reports  is  but  a  small  portion  of  the  total 
time  spent  handling  and  processing  the  reports  in  the  central  office  in 
Helena.   The  time  spent  by  the  central  office  handling  the  reports  as 
they  come  through  the  mail,  in  comparing  cash  receipts  to  total  sales, 
in  keypunching  cards  daily  by  store  for  each  stock  item  sold  and  in 
correcting  numerous  extension  and  other  errors  on  the  reports,  adds 
substantially  to  the  total  time  expended  by  board  personnel  with  these 
sales  reports  and  emphasizes  the  inadequacies  of  the  present  reporting 
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system.   As  the  sales  increase  each  year,  the  problems  become  more  intense. 

It  is  our  opinion  that  the  board  should  change  the  present  method  of 
reporting  daily  sales.   Should  the  board  abolish  the  daily  sales  reports 
but  still  maintain  the  present  system  of  depositing  cash  daily  and  taking 
monthly  physical  inventories,  adequate  controls  can  exist  to  account  for 
sales  and  cash.   At  the  same  time  a  considerable  amount  of  time  can  be 
saved  in  that  the  liquor  store  vendors  and  other  board  personnel  will 
no  longer  be  performing  their  present  time-consuming  tasks  involving  the 
daily  sales  recording  and  summarizing  routine. 

We  conservatively  estimate  that  293  hours  in  the  stores  and  30  hours 
in  the  central  office  are  spent  daily  processing  these  reports.   Unless 
the  employees  are  assigned  new  duties,  the  discontinuance  of  the  detail 
sales  records  and  reports  would  enable  the  larger  stores  to  eliminate  one 
employee  and  the  smaller  stores  to  operate  with  part  time  in  lieu  of  full 
time  clerks. 

Unless  the  employees  are  assigned  new  duties,  since  there  are  16 
Class  A  (larger) stores,  16  employees  could  be  eliminated,  which  would 
mean  an  approximate  cost  savings  of  $95,000.   The  cost  savings  can  be 
well  over  $100,000  when  the  reduction  of  employees  in  the  larger  stores 
and  the  part  time  employees  in  smaller  stores  are  considered  in  conjunction 
with  the  resulting  reduction  in  operating  costs  (state's  cost  of  employee 
benefits,  etc.).   In  the  central  office  two  accounting  clerks  would  need 
to  be  reassigned  to  new  duties.   Based  on  our  other  recommendations  re- 
garding additional  computer  usage,  three  keypunch  operators  who  presently 
spend  a  large  amount  of  time  keypunching  the  daily  sales  reports  could 
direct  their  efforts  to  the  new  computer  applications. 

In  place  of  the  present  system,  we  believe  the  board  should  adopt 
the  retail  inventory  method  of  accounting  for  inventories  in  the  state 
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stores.   Under  this  system,  inventories  submitted  monthly  by  the  vendors 

would  be  priced  out  at  retail  value  for  each  stock  item.   By  knowing  the 

retail  value  of  the  beginning  inventory,  the  retail  value  of  each  stock 

item  shipped  during  the  month,  and  the  retail  value  of  inventory  on  hand 

at  the  end  of  the  month,  the  monthly  sales  can  be  determined  by  a  simple 

mathematical  application  known  as  "forced  sales."   This  method  is  working 

very  satisfactorily  in  a  number  of  other  liquor  monopoly  states.   For 

example,  stock  item  X: 

Number  of  Retail 
Units    Value 

Inventory  beginning  of  month  (physical  count)  136  $550.80 

Plus  shipments  to  store  during  month  (shipping  records)   99  400.95 

Balance  available  for  sale  235  951.75 

Less  inventory  end  of  month  (physical  count)  160  648.00 

Sales  during  month  (forced  figures)  75  $303. 75 

The  resulting  "forced  sales"  figure  of  $303.75  is  the  amount  for  which  the 
store  vendor  is  accountable  and  when  combined  with  the  forced  sales  figures 
for  all  stock  items  handled  by  the  store,  the  total  should  equal  the  cash 
deposits  made  by  the  vendor  during  the  month. 

We  believe  that  the  information  generated  using  this  method  will 
provide  the  necessary  internal  controls  to  account  for  the  cash  receipts, 
generate  the  necessary  sales  information,  and  reduce  significantly  the  time 
spent  in  recording  and  accounting  for  sales,  cash,  and  inventory. 

RECOMMENDATION 

We  reacmmend  that  the  board: 

1.      D-is continue  use  of  daily  sales  reports ,    spread  sheets ^   and 
perpetual  inventory  records   currently  in  use  in  state 
liquor  stores. 
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2.     Adopt  the  retail  inventory  method  of  valuing  merchandise 
in  state  stores  and  apply  the   "forced  sales"  technique  of 
determining  merchandise  sales. 

Use  of  Cash  Registers  in  State  Stores 

In  our  visits  to  several  state  liquor  stores,  we  observed  that  many 
of  the  stores  did  not  have  cash  registers.   One  of  the  stores  so  observed 
experienced  sales  of  over  $328,000  for  the  1968-69  fiscal  year.   Another 
experienced  sales  of  approximately  $290,000.   Cash  registers  have  built- 
in  controls  that  should  be  utilized  by  the  board  in  all  the  state  liquor 
stores.   The  registers  record  each  sale  on  a  tape  locked  in  the  machine 
and  provide  a  means  to  reconcile  the  cash  in  the  register  to  the  amounts 
that  were  rung  up  on  register  during  the  day.   It  also  provides  a  means 
for  the  vendor  to  insure  that  all  sales  are  registered  and  that  all  sales 
are  rung  up . 

EECOmEmATIOE 

We  recommend  that  each  state   liquor  store  be  furnished  a  cash  register 
for  control  over  cash. 

Operating  Hours 

The  present  policy  of  the  board  is  that  all  state  liquor  stores  are 
open  from  9:00  A.M.  to  6:00  P.M.  Mondays  through  Thursdays  and  from  10:00 
A.M.  to  7:00  P.M.  on  Fridays  except  for  official  state  holidays  on  which 
all  stores  will  be  closed.   It  is  also  the  present  policy  of  the  board 
that  all  stores  close  on  the  last  business  day  of  each  month  for  inventory 
purposes. 

Prior  to  January  1,  1970  (the  effective  date  of  the  above  stated 
policy),  the  board's  policy  was  that  state  liquor  stores  be  open  from 
9:00  A.M.  to  6:00  P.M.  Tuesdays  through  Saturdays  except  for  official 
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state  holidays.   Our  examination  disclosed  that  of  the  total  sales  from 
January  1,  1968  through  November  29,  1969,  approximately  30%  of  all  sales 
were  made  on  Saturdays.   Saturday  sales  during  that  period  exceeded  any 
other  day  of  the  week  by  at  least  56%. 

Since  Saturday  was  the  best  sales  day  prior  to  the  change  in  policy, 
it  seems  apparent  that  the  board  did  not  give  due  consideration  to 
customer  buying  habits  in  determining  the  new  policy  of  closing  on 
Saturdays.   We  believe  a  prime  consideration  should  be  the  convenience 
of  the  buying  public  when  setting  policies  concerning  hours  of  state 
liquor  stores. 

In  contrast  to  Montana,  many  other  liquor  monopoly  states  have 
their  stores  open  six  days  a  week  and  for  long  hours  during  each  day, 
as  shown  by  the  following  examples: 


State 

Pennsylvania 

Maine 

New  Hampshire 

Iowa 

Oregon 


Number  Days 
Open  Per  Week   Hours  Open 


9:00  A.M.  -  9:00  P.M. 


9:30  A.M.  -  5:30  P.M.  -  some  stores 
9:00  A.M.  -  9:00  P.M.  -  other  stores 

9:00  A.M.  -  9:00  P.M.  -  most  stores 

12  noon  -  8:00  P.M. 

12  noon  -  8:00  P.M. 


We  believe  also  that  it  is  unnecessary  to  close  the  stores  for  one 
day  of  each  month  to  take  an  inventory  of  the  merchandise,  as  such  inven- 
tories could  be  taken  during  working  hours  or  during  times  the  stores  are 
regularly  closed. 

The  elimination  of  the  spread  sheet  and  daily  sales  reports,  as 
discussed  in  this  report,  will  provide  more  time  to  the  store  vendors  and 
their  employees  to  inventory  the  merchandise  and  stagger  their  hours  to 
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better  serve  the  public.   Also  the  reduction  of  the  number  of  items 
listed  and  excessive  inventory  quantities  as  recommended  elsewhere  in 
this  report  will  result  in  more  of  the  employees'  time  being  available. 

RECOMMEND  ATI  01^ 

We  reaommend  that  the  board: 

1.  Re-examine  its  policies  regarding  operating  hours  of 
state   liquor  stores  and  consider  establishing  store 
hours  more  convenient  to  the  buying  public. 

2.  Revise  its  policy  of  requiring  state   liquor  stores  to 
close  on  the   last  day  of  each  month  for  inventory 
purposes. 

Store  Personnel  Requirements 

The  board  has  not  established  a  policy  for  determining  the  number 
of  employees  needed  in  state  liquor  stores.   Many  times  the  number  of 
employees  is  determined  by  vendor  requests  and  the  availability  of 
applicants. 

Our  audit  disclosed  that  such  lack  of  policy  resulted  in  some  sub- 
stantial disparities  in  the  relationship  of  store  sales  to  store  person- 
nel during  the  fiscal  year  ended  June  30,  1969.   Some  examples  are  illus- 
trated by  the  following  table: 


Approximate  Sales 

Number 

of 

Self-Service 

Store 

1968-69 

Employ 

7 

ees 

Store 

A 

$1,050,000 

No 

B 

970,000 

8 

Yes 

C 

2,050,000 

8 

No 

D 

1,650,000 

9 

1/2 

Yes 

E 

580,000 

4 

No 

F 

580,000 

5 

No 

G 

330,000 

2 

No 

H 

230,000 

2 

1/2 

No 
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Though  we  realize  that  many  factors  other  than  dollar  sales  should 
be  considered  in  determining  the  personnel  requirements  of  a  state  liquor 
store,  we  believe  that  the  above  cited  examples  serve  to  illustrate  the 
need  for  a  definite  policy  on  this  matter.   Use  of  statistics  such  as 
the  number  of  units  and  cases  handled  per  employee  would  aid  the  board 
in  establishing  guidelines  for  determining  personnel  requirements. 

RECOMMENDATION 

We  veaommend  that  the  hoard  establish  a  policy  for  determining 
the  personnel  requirements  of  state   liquor  stores  that  includes 
consideration  of  the  number  of  cases  and  units  handled. 

Conflict  of  Interest 

Sections  4-153(1)  and  4-422,  R.C.M.  1947,  provide  that  no  member 
or  employee  of  the  board  shall  have  an  interest  in  any  other  business 
or  undertaking  dealing  in  liquor. 

During  September  1969,  an  employee  of  the  board  was  active  in  an 
organization  with  one  stated  objective  being  to  further  the  legal  and 
economic  development  of  the  (liquor  and  beer  sales)  industry.   This 
same  employee  is  also  a  representative  of  a  monthly  publication  "dedicated 
to  the  interests  of  all  branches  of  beer,  wine,  liquor  and  related  pro- 
ducts."  The  publication  contains  several  advertisements  of  different 
liquor  companies. 

Also,  during  September  1969,  another  employee  of  the  board  was 
concurrently  a  retail  liquor  licensee  and  a  vendor  in  one  of  the  state 
liquor  stores.   It  is  our  opinion  that  this  is  also  in  violation  of  the 
above  statutes. 
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RECOMMENDATION 

We  reoormend  the  board  implement  procedures   to  advise  employees  of 

and  enforce   the  provisions  of  Sections  4-153(1)   and  4-422,   R.C.M. 

1947 J   relating   to  outside  interests  concerned  with   liquor. 

Soliciting  For  Liquor  Sales 

Section  4-170(1),  R.C.M.  1947,  provides  that  "No  person  within  the 
state  shall  canvass  for,  receive,  take  or  solicit  orders  for  the  purchase 
or  sale  of  any  spirits  or  wines  or  act  as  agent  or  intermediary  for  the 
sale  or  purchase  of  any  spirits  or  wines  or  hold  out  himself  as  such 
agent  or  intermediary." 

In  violation  of  this  statute,  we  were  informed  of  instances  where 
distiller  representatives  had  visited  either  a  state  liquor  store  or 
tavern.   In  one  instance  one  tavern  reportedly  switched  from  using  one 
brand  of  scotch  as  "bar  scotch"  to  a  different  brand  as  the  result  of  a 
visit  from  a  distiller  representative. 

RECOMMENDATION 

We  recommend  the  board: 

1.  Advise   the  distillers  of  disoiplinary  action  to  be  taken 
in  the  event  of  violation  of  Section  4-170(1)   and  enforce 
such  action  upon  violation  of  the  statute. 

2.  Direct  store  vendors  and  retail  beer  and  liquor  licensees 
to  report  violations  of  this  statute  to  the  board. 

Merchandise  Deliveries  by  Store  Employees 

In  making  visits  to  state  stores,  it  was  noted  that  store  employees 
sometimes  make  deliveries  to  local  taverns.   There  is  no  provision  in  the 
laws  or  the  regulations  for  state  stores  to  provide  delivery  services. 
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EECOMMENDATION 

We  reaommend  that   the  board  instruct  its   liquor  store  vendors  to 

discontinue   the  practice  of  making  deliveries   to  the   local  tavern 

licensees. 

Consumption  of  Alcoholic  Beverages  in  State  Liquor  Store 

During  our  visit  to  one  state  liquor  store,  three  store  employees 
were  observed  consuming  alcoholic  beverages  on  the  premises. 

Section  4-120,  R.C.M.  1947,  specifically  prohibits  the  consumption 
of  liquor  in  a  state  store.   The  board's  regulations  provide  that  "Con- 
sumption of  liquor  during  business  hours  or  on  store  premises  at  any 
time  is  strictly  forbidden." 

EECOMMENDATION 

We  recommend  that  the  hoard  emphasize  the   laus  and  rules  prohibiting 
consumption  of  alcoholic  beverages  in  state  stores^    investigate 
any  future  occurrence  of  such  misconduct^   and  take  appropriate 
corrective  action. 

Holdup  and  Robbery  Precautions 

Existing  board  procedures  with  respect  to  robbery  primarily  relate 
to  steps  to  be  taken  after  a  robbery  occurs.   No  formal  procedures  or 
precautions  have  been  established  to  minimize  personal  and  financial  risk 
to  state  liquor  store  personnel,  as  a  result  of  holdups  or  robberies. 
During  the  course  of  our  audit  we  observed  several  instances  where,  in 
our  opinion,  a  potentially  high  risk  of  holdup  or  robbery  was  present. 
For  example,  on  two  separate  occasions  we  noted  that  a  female  vendor 
closed  and  left  her  store  in  the  evening  with  a  considerable  amount  of 
cash  in  her  possession.   In  each  instance  she  was  unaccompanied  from  the 
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time  she  closed  the  store,  walked  to  her  car,  and  delivered  the  money 
to  the  bank  depository.   Armored  car  service  is  available  but  not  used 
at  this  store  and  at  least  three  other  Class  A  stores.   As  a  result,  we 
believe  that  similar  situations  are  common  at  many  of  the  stores  through- 
out the  state. 

We  believe  that  store  personnel  should  not  be  subjected  to  risk  of 
this  nature  and  believe  that  management  should  reduce  the  potential 
personnel  and  financial  risk  to  the  extent  possible. 

RECOMMEWATIOH 

We  veaommend  that  the  hoard: 

1.  Subscribe  to  armored  car  services  where  they  are 
available, 

2.  Establish  written  procedures  and  precautions  for 
store  personnel  with  respect  to  prevention  of  holdup 
and  robberies. 

Over  and  Short  Accounts 

The  balance  of  the  board's  accounts  receivable  account  at  June  30, 
1969  included  $738.50  resulting  from  shortages  in  state  liquor  store 
inventories  and  sales. 

It  has  long  been  board  policy  to  hold  store  vendors  financially 
responsible  for  shortages  occurring  in  their  store  inventories  and  sales, 
and  to  require  the  immediate  remittance  of  funds  to  cover  any  such  shortages 
unless  a  waiver  is  approved  by  the  board  members.   Although  we  have  reser- 
vations about  this  policy  as  discussed  in  a  later  section  of  this  report, 
we  noted  unexplained  inconsistencies  in  the  application  of  the  policy. 
We  noted  many  instances  where  vendors  did  not  make  immediate  remittance 
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of  shortage  amounts,  as  well  as  instances  where  vendors  wrote  personal 
checks  to  cover  shortages,  but  failed  to  promptly  deposit  the  checks. 

It  was  noted  in  certain  instances  that  the  board  members  authorized 
waivers  for  payment  of  shortages  without  any  reason  being  set  forth  in 
writing,  whereas  other  requests  for  such  waivers  were  denied.   For  example, 
the  board  members  waived  payment  of  $269.10  on  October  10,  1968,  and  of 
$288.95  on  December  11,  1969  for  the  same  store.   Yet,  on  June  27,  1969 
the  board  members  refused  to  waive  the  payment  for  shortages  of  $43.75 
in  another  state  store.   The  basis  for  such  waivers  and  denials  of  waivers 
should  be  documented  by  the  board. 

EECOMMENDATION 

We  recommend  that  until  the  board  may  change  its  policy  of  holding 
store  vendors  responsible  for  shortages  the  board  enforce  their 
established  requirement  that  immediate  remittance  of  store 
shortages  be  made  and  maintain  documentation  for  justification 
of  waivers  of  such  payments. 

Determination  of  Over  and  Short 

Each  month  a  manual  comparison  is  made  between  the  actual  physical 
inventories  reported  by  the  stores  and  the  computer-maintained  perpetual 
inventory.   The  end  result  of  this  comparison  is  a  data  processing  report 
reflecting  the  overage  and  shortage  for  all  state  stores. 

The  manual  comparison  of  physical  counts  with  the  computer  equi- 
valent for  approximately  1,000  individual  items  at  each  of  the  state 
stores  is  obviously  a  tedious  and  time-consuming  operation.   In  fact, 
we  were  advised  that  it  takes  about  two  weeks  for  three  clerks  to  complete 
the  task. 
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We  believe  that  repetitive  and  tedious  tasks  such  as  this  are  parti- 
cularly susceptive  to  data  processing  techniques,  especially  since  a 
portion  of  the  comparative  data  is  already  stored  in  the  computer. 

RECOMMENDATION 

We  recommend  that  the  hoard  devise  and  implement  a  computer-oriented 

process  for  comparing  physical  and  perpetual  inventories  for 

determination  of  store  overages  and  shortages. 

Insurance  Coverage  -  Store  Merchandise 

The  board  has  carried  fire  insurance  coverage  on  merchandise  located 
in  the  state  liquor  stores  since  May  of  1959  and  theft  insurance  coverage 
for  the  state  liquor  stores  since  May  of  1965.   Our  analysis  shows  that 
from  May  1959   through  December  1969,  the  board  sustained  losses  totaling 
$59,422  from  fire  and  theft.   Premiums  paid  for  this  coverage  totaled 
$76,968. 

Accordingly,  the  board  would  have  saved  $17,546  had  they  not  insured 
the  store  merchandise  for  this  period.   When  assets  of  a  business  are  in 
scattered  locations,  the  risk  of  sustaining  a  substantial  loss  is  much 
less  than  if  the  assets  were  in  a  centralized  location.   It  may  then  be 
more  economical  to  be  uninsured,  due  to  the  decreased  risk  of  large  losses, 
than  to  continue  paying  high  insurance  premiums.   This  practice  is  known 
as  self-insurance. 

We  believe  that  the  board  has  similar  circumstances  with  its  state 
liquor  stores  in  view  of  the  fact  that  such  self-insurance  would  have 
saved  $17,546  for  the  board  over  the  past  10-year  period  and  accordingly 
that  the  board  should  consider  self-insurance  for  fire  and  theft  on  mer- 
chandise in  state  liquor  stores. 
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In  addition  to  the  above  insurance  coverage  and  as  shown  by  the 
Balance  Sheet,  Exhibit  A,  the  board  maintains  a  reserve  insurance  account 
at  $25,000  for  burglary  and  robbery  losses  or  other  uninsured  risks  at  the 
state  liquor  stores.   This  account  was  originally  established  at  a  rate 
of  $1,500  per  month  in  July  1950.   In  June  1959,  the  account  was  reduced 
to  the  $25,000  amount.   Since  June  1959  no  losses  have  been  written  off 
against  this  account.   Losses  occurring  since  that  date  have  been  charged 
directly  to  expense.   In  effect,  the  account  serves  no  useful  purpose. 

RECOMMENDATION 

We  recommend  that: 

1.  The  board  evaluate  the  feasibility  of  self-insurance  for 
fire  and  theft   losses  of  merchanidse  in  conjunction  with 
the   legislative  council  which  is  making  a  similar  study 
on  a  statewide  basis. 

2.  The  present  balance  of  $25^000  in  the  reserve  insurance 
account  be  closed  out. 

Insurance  Coverage  -  Equipment  in  State  Liquor  Stores 

The  board  carries  fire  and  extended  coverage  insurance  on  the  store 
furniture  and  equipment  in  nineteen  of  the  state  liquor  stores.   Three 
large  Class  A  stores  are  not  covered  by  this  insurance.   The  cost  of  the 
furniture  and  equipment  in  these  three  stores  is  $17,014.   There  is  in- 
surance coverage  on  several  smaller  stores  where  the  cost  of  furniture 
and  equipment  is  considerably  less. 

The  state  board  of  examiners  carries  a  blanket  insurance  policy 
covering  fire  and  extended  coverage  on  office  furniture  and  equipment 
for  most  state  agencies.   However,  the  board  is  not  covered  by  this 
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policy.   If  the  board  were  to  come  under  this  policy  at  the  blanket 
policy's  average  rate  of  .618  per  hundred,  the  three-year  premium  based 
on  the  present  coverage  of  $65,500  would  be  $405.   The  board's  present 
policy  premium  is  $2,306  for  a  three-year  period. 

The  coverage  is  reviewed  by  the  board  once  every  three  years 
which  is  the  renewal  date  of  the  policy. 

RECOMMENDATION 

We  reaommend  that: 

1.  Insurance  coverage  on  hoard  property  he  reviewed  hy 
the  hoard  on  at   least  a  yearly  hasis. 

2.  The  board  request  that  all  office  equipment  and 
furniture  he  covered  under  the  state's  hlanket  policy. 

CONTROL  OVER  CASH 

Ideally,  the  system  of  internal  control  over  cash  transactions 
should  provide  assurance  that  (1)  all  cash  which  should  have  been 
received  was  in  fact  received  and  recorded,  (2)  cash  disbursements 
have  been  made  only  for  authorized  purposes  and  have  been  properly 
recorded,  and  (3)  cash  on  hand  and  in  bank  is  accurately  stated  and 
subject  to  appropriate  safeguards. 

Because  of  the  magnitude  of  the  board's  liquor  business  we  believe 
it  is  particularly  important  to  have  a  good  system  of  internal  control 
over  cash  transactions.   In  our  review  of  internal  control  over  cash 
transactions,  we  found  several  weaknesses  discussed  below  which  we 
believe  should  be  corrected. 

Internal  Control  in  Central  Office 

Checks  are  received  at  the  board's  central  office  in  payment  of 
fees  for  beer  and  liquor  licenses,  beer  taxes,  and  rebates  for  damaged 
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and  defective  merchandise.   These  checks  are  not  given  a  restrictive 
endorsement  until  ready  for  deposit.   To  assure  proper  control  a 
restrictive  endorsement  should  be  stamped  immediately  on  all  incoming 
checks. 

The  checks  are  generally  attached  to  a  document  which  identifies 
the  nature  of  the  receipt  and  are  not  deposited  until  that  document 
has  been  processed  and/or  approved  by  the  board  and  recorded  in  the 
accounting  and/or  licensing  records.   For  license  receipts  this  process 
may  take  several  days  and  if  a  license  is  questioned  it  may  be  several 
months  before  the  check  is  deposited.   For  example,  we  counted  $1,400 
in  checks  that  had  been  on  hand  for  more  than  three  months. 

The  monthly  checks  received  from  beer  wholesalers  for  the  beer 
tax  are  not  deposited  until  the  receipts  from  all  wholesalers  are 
received.   The  September  1969,  beer  tax  checks  arrived  between  October  3 
and  October  22,  but  no  deposits  were  made  until  October  22,  when  the 
board  deposited  $125,141  of  beer  tax  receipts. 

The  rebates  received  from  carriers  and  distillers  for  damaged 
and  defective  merchandise  are  deposited  only  twice  per  month. 

We  believe  the  person  opening  the  mail  could  separate  the  checks 
from  the  documents  with  which  they  are  received  and  indicate  on  the 
document  the  receipt  amount.   Checks  should  be  restrictively  endorsed 
immediately  upon  receipt  and  deposited  daily. 

A  small  safe,  which  is  located  inside  the  board's  large  walk- in 
safe,  is  supposedly  utilized  for  the  protection  of  checks  on  hand  at 
the  end  of  the  day.   It  was  noted  that  not  all  checks  on  hand  are  put 
into  this  safe  at  night.   There  are  occasions  when  checks  are  left  in 
the  files  in  the  office  area  or  are  lying  loose  in  a  basket  in  the 
large  safe. 
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The  only  time  that  this  safe  is  locked  is  when  it  contains  large 
amounts  of  money.   The  accounting  supervisor  and  the  payroll  clerk  are 
the  only  persons  having  the  combination.   At  all  other  times  any  person 
can  open  the  safe  simply  by  moving  the  dial. 

This  safe  contains  among  other  things  the  central  office's  petty 
cash  fund,  insurance  policies,  and  miscellaneous  warrants. 

EECOMMENDATION 

We  recommend  that: 

1.  The  hoard  list  checks  upon  receipt^   note  on  the  accom- 
panying documents  the  amount  received,   and  reconcile 
the  deposit  slips   to  the    listing  of  the  checks. 

2.  Checks  be  restrictivelij  endorsed  and  deposited  daily. 
2.      The  duties  of  handling  the  checks,    listing  the  checks, 

making   the  deposit  slips,    and  recording   the  entries  on 
the  books  be  properly  segregated  to  provide  for  good 
internal  control  over  cash. 
4.     All  money  on  hand  at  the  end  of  the  day  be  put  into  the 
safe  and  that  the  safe  be   locked  at  all  times. 

Imprest  Cash  Funds 

Over  the  years,  the  board  has  disbursed  to  state  liquor  stores 
imprest  or  petty  cash  funds  amounting  to  $5,565  as  of  June  30,  1969. 
A  record  is  maintained  of  the  amount  of  funds  that  each  liquor  store 
is  accountable  for,  however,  such  amounts  are  apparently  not  confirmed 
regularly  with  the  vendors.   Our  confirmation  of  petty  cash  funds 
disclosed  that  the  vendor  at  one  store  did  not  have  the  $25  petty  cash 
for  which  he  is  accountable.   He  has  been  the  vendor  at  that  location 
for  16  years.   Store  auditors  calling  on  this  store  have  in  the  past 
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reported  that  the  vendor  has  no  petty  cash.   Apparently,  the  auditors' 
reports  were  not  compared  with  the  central  office  records  of  that 
vendor's  petty  cash  accountability.   Although,  in  this  particular 
instance,  the  amount  involved  is  small,  we  believe  that  it  serves  to 
point  out  the  board's  control  over  its  petty  cash  funds  is  weak. 

Our  examination  revealed  that  most  state  store  vendors  commingle 
their  petty  cash  funds  with  sales  proceeds  -  usually  in  the  cash 
register.   It  is  imperative  for  the  proper  accountability  and  operation 
of  petty  cash  funds  on  an  imprest  basis  that  such  funds  be  kept  separate 
from  other  funds. 

It  was  noted  that  many  state  store  vendors  pay  utility  bills  from 
their  petty  cash  fund.   The  state  controller's  regulations,  Section  VII- 
B-1,  state  "Payments  for  public  utilities,  i.e.,  light  and  water,  natural 
gas  or  other  heating  fuel  as  well  as  telephone  and  telegraph,  .  .  . 
MAY  NOT  be  made  from  a  contingent  revolving  fund."   The  petty  cash  funds 
at  the  state  stores  are  set  up  from  the  board's  contingent  revolving 
fund  and  such  regulations  are  applicable  to  the  petty  cash  funds.   The 
State  Liquor  Stores  -  Operating  Manual,  however,  contains  procedures, 
specifically  allowing  such  payment  of  utilities  from  petty  cash  funds. 

RECOMMENDATION 

We  veaommend  that   the  board: 

1.  Initiate  a  system  of  aomparing  store  auditors'  reports 
regarding  petty  aash  and  the  central  office  records  in 
order  to  better  control  petty  cash. 

2.  Require  state   liquor  store  vendors   to  keep  petty  cash 
funds  separate  from  other  funds. 

2.      Revise  the  State  Liquor  Stores   -  Operating  Manual  to 
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bring  it  into  confoimanae  with  the  state  controller' s 
regulations . 
4.      Require  that  billings  for  the  cost  of  public  utilities 
services   to  state  stores  be  submitted  for  payment  via 
the  prescribed  manner  to  the  state  controller' s  office. 

Depositing  Procedures  -  State  Liquor  Stores 

The  State  Liquor  Stores  -  Operating  Manual  prescribes  procedures 
to  be  followed  by  store  vendors  in  handling  and  depositing  cash,  as 
well  as  reporting  sales.   The  vendor  is  required  to  make  daily  sales 
reports  to  the  central  office.   (Small  stores  are  allowed  to  report 
when  sales  reach  a  total  of  $50  or  at  least  weekly,  even  if  sales 
are  not  $50).   Deposits  are  required  to  be  made  for  each  sales  report 
in  an  amount  equal  to  the  sales  reported.   State  liquor  stores  are 
not  allowed  a  "change"  fund  and  are  allowed  only  a  minimum  amount  of 
petty  cash.   Therefore,  if  petty  cash  is  not  large  enough  to  provide 
"change"  and  if  a  deposit  is  made  at  the  end  of  a  business  day  equal 
to  that  day's  sales,  the  vendor  has  no  money  or  "change"  to  use  on 
opening  his  store  the  following  day.   This  system,  which  we  believe  is 
inadequate,  forces  a  vendor  to  adopt  various  questionable  practices  in 
order  to  be  able  to  have  enough  "change"  to  open  his  store  each  day. 

Probably  the  most  common  method  of  providing  for  change  is  to  use 
the  prior  day's  sales  receipts,  and  delay  making  a  deposit  until  a 
sufficient  amount  of  "change"  accumulates.   The  date  of  a  deposit  is 
oftentimes  as  much  as  three  days  subsequent  to  the  sales  report  to 
which  it  is  applicable.   During  December  1969,  a  high  sales  volume  month 
for  state  liquor  stores,  deposits  were  being  made  as  much  as  two  weeks 
subsequent  to  the  applicable  sales  report.   For  example,  the  sales  in 
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one  store  totaled  $19,318  on  December  23,  1969,  and  $13,457  on  December  24, 
1969,  but  both  deposits  were  not  made  until  January  5,  1970.   We  believe 
that  this  deposit  delay  is  risky  and  unnecessary.   Whenever  cash  is  being 
allowed  to  accumulate  instead  of  being  deposited,  the  chance  of  misappro- 
priation is  enhanced.   Sound  internal  control  principles  require  that 
cash  be  deposited  intact  as  soon  as  practicable. 

Another  practice  we  noted  being  used  by  vendors  to  accumulate  "change" 
is  merely  to  not  report  all  sales  made  on  a  particular  day  and  use  the 
funds  generated  by  such  unreported  sales  as  "change"  for  the  following 
day.   In  particular  we  noted  at  one  store  the  vendor  cuts  off  sales  at 
5  P.M.  each  day  (stores  are  open  until  6  P.M.)  in  order  to  allow  an 
accumulation  of  change  for  opening  the  store  the  following  day.   At 
another  store  the  opposite  was  noted.   The  vendor  there  cuts  off  sales 
for  each  day  some  time  late  the  following  day  in  order  to  get  as  much 
money  as  possible  out  of  the  store  and  into  the  bank.   At  still  another 
store,  which  remits  to  the  central  office  by  money  order,  the  vendor 
"rounds  out"  sales  to  even  $100  amounts  by  holding  out  sales  receipts 
and  only  reporting  and  remitting  those  that  total  to  even  $100  amounts. 

The  above  practices  render  daily  sales  report  figures  useless  as 
they  are  not  accurate  daily  sales  figures.   Such  procedures  are  not 
proper  and  are  not  necessary. 

RECOMMEmATION 

fi/e  veeommend  that  the  board: 

1.  Establish  a   "change"  fund  for  each  state  stove  based 
on  the  store's  need  for  which  the  vendor  would  be 
accountable. 

2.  Require  deposits  intact  of  daily  sales  receipts  on  a 
daily  basis,   where  volume  warrants. 
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Borrowing  from  Liquor  Sales  Funds  by  Store  Vendors  and  Employees 

During  our  visits  to  state  liquor  stores  we  noted  two  instances  of 
direct  borrowing  by  a  vendor  or  employee  from  funds  derived  from  liquor 
sales. 

1.  At  one  store  an  employee's  "l.O.U."  for  $60  was  noted  in  the 
cash  register. 

2.  At  another  store  the  cash  was  short  and  the  vendor  stated  that 
she  borrows  from  the  cash  register  to  buy  groceries  and  writes  a  personal 
check  at  the  end  of  the  month  to  reimburse  the  borrowed  amount. 

Of  the  37  state  liquor  stores  we  visited,  we  noted  that  eight 
stores  had  vendors'  and/or  employees'  personal  checks  on  file  as 
cash  items  as  follows: 


Store  Items 


Total 
Amount 


A           7  personal  checks  of  employees  and  vendor  $100.00 

B           1  personal  check  of  vendor  140.00 

C           2  personal  checks  of  vendor  114.20 

D           2  personal  checks  of  vendor  234.15 

E           1  personal  check  of  employee  160.00 

F           1  personal  check  of  employeee  60.85 

G           2  personal  checks  of  employees  and  vendor  134.25 

H           1  personal  check  of  employee  20.00 

In  some  of  these  stores  there  were  indications  that  the  above  listed 
checks  were  being  held  by  the  vendor  and  not  deposited  as  follows: 
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Date  of 
Store        Indication  check,  was  being  held    Cash  Count    Amount 

C  Check  of  vendor  dated  1-5-70        1-15-70      $  44.20 

D  2  checks  not  dated  1-16-70       114.20 

G  Check  of  vendor  dated  1-5-70  with   1-15-70       114.25 

several  alterations  on  its  face 

G  Check  of  clerk  in  store  dated       1-15-70        20.00 

12-29-69  and  marked  "HOLD" 

F  Check  of  clerk  in  store  dated       1-16-70        60.85 

12-31-69  -  vendor  stated  that 
check  was  being  held  at  clerk's 
request 

The  cashing  of  checks  and  holding  them  instead  of  depositing  them  is 
tantamount  to  unauthorized  borrowing  of  funds  from  the  state. 

During  our  cash  counts  we  also  noted  that  three  stores  were  holding 

customers'  checks  returned  for  insufficient  funds  as  cash  items  as 

follows : 

Date  of 
Store  Date  of  Returned  Check   Cash  Count     Amount 


1-15-70 

$20.00 

1-15-70 

10.00 

1-15-70 

34.60 

1-15-70 

10.00 

A  1-12-70 

B  12-5-69 

B  12-22-69 

C  1-5-70 

The  State  Liquor  Stores  -  Operating  Manual  states  "Any  vendor  of 
a  store  accepting  checks  assumes  personal  responsibility  for  them  and 
will  be  expected  to  make  restitution  if  they  are  not  good."   Pursuant 
to  this  provision  and  based  upon  the  age  of  some  of  the  checks,  the 
vendors  should  have  personally  added  cash  to  the  sales  receipts  to  make 
up  for  the  returned  checks  and  their  failure  to  do  so  again  is  tantamount 
to  their  unauthorized  borrowing  from  funds  of  the  state. 

During  our  cash  counts  we  noted  that  the  vendor  at  one  store  had 
established  a  savings  account  in  the  vendor's  name  with  state  funds. 
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The  vendor  explained  that  any  other  employee  of  the  store  may  also 
sign  for  and  withdraw  the  money.   The  vendor  explained  to  us  that  it 
had  previously  been  the  practice  to  deposit  daily  sales  receipts  in 
a  night  depository,  withdraw  it  on  the  subsequent  day,  use  some  for 
"change",  and  then  include  it  in  a  deposit  for  the  prior  day's  sales. 
However,  since  sales  reporting  is  always  several  days  behind,  the 
vendor  thought  it  simpler  to  just  deposit  the  money  in  a  savings  account, 
withdrawing  only  what  is  necessary  to  make  a  deposit  equal  to  the  most 
current  sales  report  on  any  given  day. 

These  practices  are  improper  and  vividly  illustrate  the  inade- 
quacies of  the  present  cash  and  sales  procedures. 

These  practices  should  cease  immediately.   Sales  receipts  are 
state  property  and  under  no  circumstances  should  personal  borrowing 
from  these  funds  be  allowed. 

RECOMMENDATION 

We  recommend  that  the  board  issue  an  immediate  directive   to 
store  vendors  citing  the  im^propriety  of  personal  borrowing 
of  store  sales  proceeds  and  enforce  the  provisions  of  the 
directive. 

Cash  Shortages  in  State  Liquor  Stores 

During  our  audit,  we  noted  two  instances  within  the  fiscal  year 
ended  June  30,  1969,  where  substantial  cash  shortages  were  discovered 
by  board  personnel.   In  one  store,  as  a  new  vendor  was  installed,  a  cash 
shortage  attributable  to  the  prior  vendor  of  $1,855.23  was  discovered. 
Two  months  later,  the  prior  vendor  paid  off  the  cash  shortage. 

In  another  store,  as  a  new  clerk  was  being  installed,  a  cash 
shortage  of  $2,208.82  was  discovered.   It  was  attributed  to  a  prior 
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clerk  in  that  store  and  the  bonding  company  paid  the  board  for  its  loss. 

We  believe  that  the  above  clearly  indicates  what  can  happen,  under 
the  present  system  of  cash  handling  procedures  employed  by  the  board  in 
the  state  liquor  stores. 
Box  Sales  Receipts 

It  has  been  the  practice  of  several  of  the  state  liquor  stores  to 
sell  empty  liquor  boxes  to  businesses  having  a  need  for  boxes,  such  as 
grocery  wholesalers,  and  to  the  general  public.   The  charge  varies  from 
three  to  five  cents  per  box.   Revenues  received  from  box  sales  are  used 
by  the  store  vendors  to  defray  stock  shortages  and  make  purchases  of 
coffee  and  various  other  sundry  supplies. 

Section  4-226,  R.C.M.  1947,  provides  that  all  moneys  acquired  in 
the  administration  of  the  State  Liquor  Control  Act  shall  be  the  property 
of  the  state.   Accordingly,  the  proceeds  from  the  sale  of  these  liquor 
boxes  should  be  deposited  to  the  board's  account. 

Complete  records  of  these  box  sales  have  not  been  maintained  at 
most  of  the  stores  so  the  amount  of  the  sales  is  not  known.   Test  checks 
at  two  stores  show  that  sales  to  one  business  at  each  of  the  stores  runs 
between  $30  -  $40  per  month.   Records  should  be  maintained  to  accurately 
account  for  all  sales  of  board  property. 

REC0MME1)IDATI0N 

We  recoirmend  that: 

1.  Complete  records  he  maintained  of  all  sales  of  the 
board's  property. 

2.  All  receipts  from  the  sale  of  liquor  boxes  be  deposited 
as  revenue  to  the  board's  account  in  the  state   treasury. 
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Commingling  Sales  Receipts  with  Personal  Funds 

The  majority  of  state  liquor  stores  deposit  liquor  sales  proceeds 
directly  to  the  state  treasurer's  account  in  a  local  bank.   Some  liquor 
stores,  especially  the  smaller  ones,  are  located  in  towns  or  communities 
where  there  are  no  local  banking  facilities.   These  liquor  stores  usually 
remit  liquor  sales  proceeds  to  the  board's  central  office  by  postal  money 
order.   However,  21  stores  remit  sales  proceeds  to  the  board  by  personal 
check  or  check  of  another  business  also  operated  by  the  vendor. 

Cash  received  from  the  sale  of  liquor  in  a  state  liquor  store, 
regardless  of  the  size  or  classification  of  the  store,  is  state  property. 
We  believe  that  it  is  a  poor  business  practice  to  deposit  such  funds  to 
a  personal  account  or  business  account  of  the  vendor.   Since  remitting 
by  personal  or  business  check  means  that  a  vendor  still  has  access  to 
a  bank  to  make  the  deposits  to  his  personal  or  business  account,  the 
deposits  should  be  to  a  state  treasurer's  account  in  that  bank. 

RECOMMEl]DATION 

We  reaormend  that  the  practice  of  allowing  vendors  to  remit  sales 
proceeds  by  personal  or  business  checks  be  discontinued  and 
that  such  vendors  either  be  required  to  bank  in  the  state 
treasurer' s  account  or  remit  sales  proceeds  by  postal  money 
orders. 

Credit  Purchases  by  Store  Vendors  and  Employees 

During  our  visit  to  a  state  store  it  was  noted  that  both  the  vendor 
and  an  employee  purchased  merchandise  at  the  store  on  credit,  i.e.,  a 
sales  slip  is  prepared  but  is  kept  in  the  cash  register  as  a  cash  item 
and  the  sale  is  not  reported.   When  the  vendor  or  employee  pays  for  the 
merchandise,  the  sale  is  reported.   The  State  Liquor  Stores  -  Operating 
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Manual  states  "Credit  cannot  be  allowed  under  any  circumstance." 

m COMMENDATION 

We  vecommend  that   the  board's  rule  prohibiting  credit  sales  be 
emphasized  to  all  vendors  and  that  the  board  enforce  this  rule. 

Returned  Merchandise  Accepted  for  Resale 

During  our  visits  to  state  liquor  stores,  we  noted  that  several 
stores  accept  returned  merchandise  where  the  seal  is  not  broken  and 
refund  the  purchase  price  previously  paid  by  the  customer.   A  note  is 
made  of  such  refund,  the  bottles  are  returned  to  stock,  and  when  the 
next  sale  of  that  type  of  liquor  and  size  of  bottle  is  made,  the  sale 
is  not  reported  because  it  had  previously  been  reported.   The  State 
Liquor  Stores  -  Operating  Manual  states  "If  the  customer  wishes  a  refund 
of  money,  the  vendor  must  contact  the  central  office  for  authority  and 
special  instructions  for  handling." 

We  are  informed  the  board's  personnel  condone  the  actual  practice 
because  it  saves  "bookkeeping  procedures"  at  the  central  office.   The 
practice,  however,  can  cause  errors  in  reporting  sales  and,  as  a  result, 
more  bookkeeping  procedures  than  if  properly  recorded.   The  procedure 
outlined  in  the  store  manual  is  not  practical. 

RECOMMEWkTION 

We  vecommend  that  procedures  he  devised  for  recording  refunds 
of  sales  proceeds  and  the  return  of  the  merchandise  to  the 
inventory  and  that  the  instructions  in  the  State  Liquor  Stores  - 
Operating  Manual  be  revised  accordingly. 

Procedures  for  Checks  Accepted  by  Vendors 

Our  audit  disclosed  that  though  the  board  discourages  a  vendor  from 
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taking  checks  by  making  the  vendor  personally  responsible,  most  stores 
are  forced  into  accepting  checks,  at  least  on  retail  liquor  dealer  sales 
(sales  to  taverns).   The  State  Liquor  Stores  -  Operating  Manual  contains 
no  specified  procedures  for  handling  checks. 

During  our  visits  to  state  stores,  it  was  noted  that  in  several 
stores  restrictive  endorsements  are  not  made  on  checks  until  a  deposit 
is  prepared  and  many  checks  had  been  made  out  to  "cash"  or  the  payee 
was  left  blank. 

Proper  check  handling  procedures  dictate  that  restrictive  endorse- 
ments be  made  immediately  when  checks  are  received  to  avoid  any  possible 
misappropriation  of  the  checks  or  in  case  of  robbery. 

We  believe  that  even  though  the  vendors  are  made  personally  responsible 
for  any  checks   they  may  accept,  proper  check  handling  procedures  should 
be  covered  in  the  State  Liquor  Stores  -  Operating  Manual. 

RECOMMENDATION} 

We  veaorrmend  that  the  hoard  provide  for  proper  check  handling 
procedures  in  its  State  Liquor  Stores  -  Operating  Manual 
including  a  provision  that  restrictive  endorsements  be  placed 
upon  the  checks  at  the  time  of  their  receipt. 

Cash  Procedures  for  Canadian  Funds 

The  board  has  not  established  a  policy  regarding  the  handling  of 
Canadian  funds  by  state  liquor  store  vendors  except  to  "figure  Canadian 
currency  at  current  rate  of  exchange." 

Stores  in  the  proximity  of  the  Canadian  border  receive  Canadian 
checks,  coin  and  currency.   Since  such  funds  are  discounted  at  a  varying 
rate,  the  vendor  experiences  the  problem  of  determining  such  rate  of 
discount  and  of  discounting  the  funds  when  they  are  received  on  a  sale. 
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By  the  time  the  funds  can  be  deposited  in  a  bank  the  rates  may  change 
and  the  vendor  correspondingly  experiences  a  gain  or  loss  on  the  trans- 
action.  The  discount  rate  currently  varies  between  10.0%  and  6.7%  de- 
pending on  the  type  of  transaction.   The  gain  or  loss  incurred  on  these 
exchanges  is  a  factor  in  the  store's  cash  overages  and  shortages. 

We  believe  that  since  the  discount  rate  of  such  funds  is  substantial 
and  many  stores  are  in  the  proximity  of  the  Canadian  border,  the  problems 
created  by  such  circumstances  should  be  covered  in  the  State  Liquor  Stores  - 
Operating  Manual. 

RECOMMEWATION 

We  veoorrmend  that  the  hoard  amplify  its  policies  for  handling 
Canadian  funds  by  store  vendors  and  that  such  policies  be 
stated  in  the  State  Liquor  Stores  -  Operating  Manual. 

Effectiveness  of  Store  Auditors'  Function 

The  nature  and  volume  of  the  deficiencies  in  control  over  cash  in 
the  state  liquor  stores  as  described  above  illustrate  that  the  function 
of  the  store  auditors  is  not  providing  the  level  of  service  to  the  state 
that  it  should. 

From  these  findings  it  is  obvious  that  a  thorough  evaluation  needs 
to  be  made  of  the  store  auditors'  audit  program  for  store  cash  and  sales, 
audit  techniques  used  to  apply  the  audit  program  procedures,  methods  of 
reporting  their  findings,  followup  procedures,  and  supervision.   We  believe 
that  the  store  auditors'  operation  should  be  centralized  in  Helena,  that 
all  auditors  should  work  out  of  the  Helena  office  and  personally  report 
their  audit  findings  periodically  to  a  responsible  official  in  the  central 
office. 
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RECOMMENDATIOt} 

We  recommend  that: 

1.  The  board  evaluate  its  store  auditors'  function  relating 
to  cash  and  sales  in  conjunction  with  implementation  of 
other  recommendations  under  the   "Control  Over  Cash" 
heading  and  establish  an  effective  audit  of  the  state 
stores'   cash  and  sales. 

2.  The  store  auditor  function  be  centralized  in  Helena  and 
that  all  the  board's  auditors  work  out  of  this  office. 

Summary  of  Control  Over  Cash 

It  is  our  opinion  that  the  above  described  practices,  detected  by 
our  audit,  demonstrate  the  need  for  a  complete  evaluation  of  the  cash 
handling  procedures  presently  used  by  vendors  in  state  liquor  stores. 

Under  the  present  system,  it  is  possible  for  vendors  or  employees 
to  borrow  funds,  covering  such  funds  by  using  sales  receipts  subsequently 
received.   This  can  be  perpetuated  until  the  vendor  or  employee  engaging 
in  such  practices  is  replaced  or  until  a  state  auditor,  utilizing  sound 
auditing  techniques,  detects  the  cash  shortage. 

We  believe  that  each  state  liquor  store  should  be  granted  a  change 
fund  according  to  its  needs.   Just  as  a  business  cannot  operate  without 
working  capital,  a  retail  store  cannot  operate  without  change.   Each 
vendor  would  be  accountable  for  such  amount  just  as  they  are  accountable 
for  their  petty  cash.   Store  vendors  are  providing  their  own  change  from 
sales  receipts  now  and  the  implementation  of  the  change  funds  with  proper 
accountability  would  facilitate  bank  depositing  procedures,  resulting  in 
better  and  faster  sales  reporting,  as  well  as  establishing  better  internal 
controls. 
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It  is  a  generally  accepted  internal  control  principle  that  cash 
receipts  should  be  deposited  intact  as  soon  as  practicable.   We  believe 
that  the  board  should  require  its  vendors  to  deposit  their  cash  receipts 
intact  on  a  daily  basis,  and  with  a  change  fund  this  would  be  possible. 

The  implementation  of  the  above  procedures  should  be  coupled  with 
a  sound  program  of  auditing  the  stores,  utilizing  procedures  which 
would  detect  any  mishandling  of  cash  receipts. 

STORE  LEASES 

The  board  currently  has  149  state  liquor  stores  located  in  various 
cities  throughout  the  state.   None  of  the  land  or  buildings  in  which 
these  stores  are  located  is  owned  by  the  state.   The  board  leases  or 
rents  the  store  facilities. 

As  shown  by  Exhibit  E,  the  board  paid  $173,569  in  lease  and  rental 
fees  during  1968-69.   The  following  comments  point  out  areas  relating 
to  the  board's  administration  of  these  leases  and  rental  arrangements 
where  we  believe  improvements  can  be  made. 
Length  of  Store  Leases 

There  are  sixteen  state  liquor  stores  which  are  rented  on  a  monthly 
basis  for  which  there  are  no  lease  agreements.   There  are  lease  agreements 
on  other  stores  for  periods  ranging  from  one  to  ten  years.   The  board 
administrator  has  the  authority,  with  the  approval  of  the  board  members, 
to  determine  the  length  of  the  lease. 

The  rate  of  rental  on  three  stores  for  which  there  are  no  lease 
agreements  was  increased  during  the  1968-69  fiscal  year.   Without  lease 
agreements,  increases  in  monthly  rates  cannot  be  controlled.   We  believe 
that  lease  agreements  should  be  required  for  all  state  liquor  stores. 
We  further  believe  that  all  leases  should  be  entered  into  for  a  period 
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of  not  less  than  three  years  in  order  that  frequent  increases  in  monthly 
rental  rates  cannot  be  made  without  the  board  being  able  to  evaluate 
the  justification  for  the  increase. 

RECOMMENDATION 

We  recommend  that  the  board  require   lease  agreements  on  all  state 
liquor  stores. 

Store  Leasing  Agreements 

A  number  of  leases  for  state  liquor  stores  have  been  renegotiated 
prior  to  the  expiration  of  the  lease  agreement.   Five  instances  were  noted 
where  the  renegotiated  leases  resulted  in  an  increase  in  the  monthly  rental 
rate.   For  example,  one  of  the  larger  state  stores  was  being  leased  at  a 
monthly  rate  of  $375  for  a  five-year  period.   The  lease,  which  was  to 
expire  on  February  1,  1969,  was  renewed  and  renegotiated  prior  to  expira- 
tion and  the  monthly  rental  was  increased  to  $400  per  month,  to  become 
effective  November  1,  1968.   Another  store  was  leased  by  the  board  at 
$135  per  month  for  a  five-year  period,  to  expire  on  April  1,  1971.   Again, 
prior  to  expiration,  the  lease  agreement  was  renegotiated  and  renewed  for 
an  eight-year  period  at  $150  per  month  to  become  effective  on  November  1, 
1968. 

There  were  ten  leases  renegotiated  prior  to  expiration  to  extend 
the  duration  of  the  leases  with  no  increased  rental  rate.   The  lease  on 
one  store  which  was  to  expire  October  1,  1972,  was  renegotiated  for  a 
five-year  term  to  become  effective  on  November  1,  1968,   A  more  complete 
schedule  of  store  leases  renegotiated  during  the  last  two  years  is  pre- 
sented in  Appendix  XI. 

The  board  does  not  have  the  reasons  for  these  renegotiations  docu- 
mented and  of  the  16  renegotiated  leases  listed  on  Appendix  XI,  only 
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three  have  been  approved  in  the  board  minutes.   There  does  not  appear  to 
be  any  sound  business  reason  for  making  these  renegotiated  leases  effective 
prior  their  termination  date. 

It  has  been  the  general  policy  of  the  board  to  record  in  the  board 
minutes  the  board  members'  approval  of  lease  agreements.   The  minutes, 
however,  do  not  show  where  the  board  members  approved  a  lease,  effective 
May  I4  1969,  for  one  of  the  larger  state  stores.   This  store  was  moved 
from  a  building  with  6,250  square  feet  at  a  monthly  rental  of  $375  to  a 
building  with  5,000  square  feet  at  a  $700  per  month  rental  fee.   The 
board's  records  do  not  indicate  the  reason  for  the  change  in  location. 

It  is  recorded  in  the  board  minutes  for  March  1968  that  the  board 
members  refused  a  $10  per  month  increase  in  rent  to  the  lessor  of  a  state 
store.   The  board  minutes  show  no  further  consideration  of  the  request. 
The  new  lease  agreement  dated  June  1968,  reflects  the  $10  per  month 
increase  and  there  is  nothing  in  the  board's  records  to  indicate  why. 

As  shown  above,  there  appears  to  be  no  logical  and  consistent  means 
for  establishing  rental  rates.   We  believe  that  rental  rates  should  be 
based  on  tangible  factors  such  as  square  footage,  fair  rental  value, 
and  comparable  rental  structures  in  the  proximity  and  that  these  factors 
should  be  documented  when  establishing  rental  rates. 

RECOMMENDATION 

We  reaornmend  that: 

1.      Store   leases  be  renegotiated  at  the  expiration  of  the 
lease  agreement  unless  there  is  a  valid,   justifiable 
reason  for  the  renegotiation  prior  to  expiration,   in 
which  case   the  reason  should  be  documented. 
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2.  The  reasons  for  relocation  of  state  stores  and  the 
basis  for  determination  of  rental  rates  be  documented 
in  the  board's  records. 

3.  In  determining  the  rental  rates  on  the  various   liquor 
stores   the  board  document  its  basis  for  the  rates  to 
show  that  consideration  is  given  to  the  square  footage^ 
sales  volume J   and  fair  rental  value  of  similar  buildings 
in  the  proximity. 

Sublease  Agreement 

The  board  entered  into  a  lease  agreement  in  April  1967  for  a  state 
store  in  one  of  the  larger  cities  in  the  state.   The  leased  facilities 
included  a  parking  lot.   In  October  1967,  the  parking  lot  was  subleased 
to  the  city.   The  city  installed  parking  meters  and  a  portion  of  the 
proceeds  from  these  meters  is  remitted  to  the  board.   Paragraph  10  of 
the  sublease  agreement  stipulates  that  if  the  board  moves  the  store  to 
a  different  location  before  five  years  have  elapsed,  the  board  will  have 
to  pay  the  remainder  of  the  city's  parking  meter  investment. 

The  original  lease  was  approved  by  the  board  members  and  was  incor- 
porated into  the  official  minutes.   The  sublease  was  negotiated  without 
their  written  approval.   It  was  also  noted  that  there  was  no  letter  of 
approval  from  the  lessor.   The  original  lease  agreement  specifically 
provides  that  the  consent  of  the  lessor  must  be  obtained  prior  to  sub- 
leasing any  part  of  the  property. 

EECOMMENDATION 

We  recommend  that  all  provisions  of  the  board's   lease  agreements 
be  adhered  to. 
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Defects  in  Leased  Premises 

On  August  28,  1969,  a  letter  from  the  board  administrator  was 
addressed  to  a  store  lessor  informing  him  of  the  board  members'  decision 
to  deny  the  lessor's  request  for  renegotiation  of  the  lease  agreement. 
This  lessor  was  notified  by  certified  mail  on  September  4,  1969,  that 
no  water  was  available  in  the  leased  premises.   The  lease  agreement 
specifies  that  the  lessor  pay  all  utilities.   During  a  visit  to  this 
store  on  October  31,  1969,  it  was  noted  that  there  still  was  no  water 
available  in  the  store. 

The  lease  provides  that  the  board  shall  give  the  lessor  prompt 
written  notice  of  defects  or  defaults  in  the  leased  premises  or  in  any 
of  the  facilities  or  services  to  be  furnished  by  the  lessor  and  that 
such  defects  or  defaults  shall  be  remedied  and  repaired  by  the  lessor 
with  due  diligence.   The  agreement  further  provides  that  should  the 
lessor  fail  to  make  the  repairs  promptly  after  notice,  the  board  may 
make  the  same  and  deduct  the  cost  thereof  from  the  rent. 

The  board  haS  continued  to  pay  the  full  monthly  rental  to  the  lessor. 

RECOMMENDATION 

We  veaorrmend  that  the  board  enforce   the  provisions  of  the   lease 
agreement  relating  to  defeats  in  its   leased  stores. 

LOCATION.  CLASSIFICATION.  AND  LEASING  OF  STATE  LIQUOR  STORES 

Section  4-114,  R.C.M.  1947,  states  that  "The  board  shall  establish 
and  maintain  at  the  county  seats  and  such  other  places  as  the  board  deems 
advisable,  one  or  more  stores  to  be  known  as  'state  liquor  stores'.  .  .' 
Pursuant  to  the  law,  the  board  had  151  liquor  stores  in  operation  on 
June  30,  1969.   Twenty-nine  of  these  stores,  including  14  commission 
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stores  and  15  Class  C  stores,  showed  a  net  profit  of  $2,000  or  less 
during  the  1968-69  fiscal  year  as  follows: 

Profit  Range  Number  of  Stores 

$1,501  -  $2,000  10 

1,001  -   1,500  12 

501  -   1,000  3 

0-500  2 

Net  Loss  __2 

Total  21 

The  above  figures  are  actual  and  do  not  agree  with  the  profits  by  store 
as  reported  in  the  board's  annual  report  for  1968-69  because  the  4% 
county  license  tax  is  reported  as  liquor  sales  in  the  annual  report. 

During  the  1968-69  fiscal  year  the  board  paid  $59,520  in  salaries 
to  the  vendors  of  the  15  Class  C  stores  even  though  the  net  profit  from 
these  stores  never  exceeded  $2,000  during  the  year.   Had  these  stores 
been  operated  as  commission  stores  as  opposed  to  Class  C  stores,  salary 
costs  could  have  been  reduced  to  $45,150,  or  approximately  $14,370  less. 
In  view  of  the  small  profit  of  these  stores  and  the  fact  that  some  small 
stores  are  commission  stores,  and  others  are  not,  there  appears  to  be  no 
uniform  criteria  or  written  policy  as  to  what  classification  small  stores 
should  be. 

We  also  found  that  the  board  is  inconsistent  in  their  determination 
of  whether  or  not  store  premises  are  leased  for  the  28  commission  and 
80  Class  C  stores.  The  board  pays  rent  for  3  commission  store  premises 
but  pays  no  rent  for  the  remaining  25  commission  store  premises.  The 
board  pays  rent  for  63  Class  C  store  premises  but  pays  no  rent  on  the 
17  others.  The  rationale  and  reasoning  behind  these  variances  is  not 
documented  in  the  board  records  and  is  not  otherwise  evident. 
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RECOMMENDATION 

We  veoammend  that  the  board  establish  written  uniform  policy  and 
criteria  governing  the  establishment  and  operation  of  state 
stores  insofajc  as  class,    location,   and  lease  payments  acre 
concerned, 

ORGANIZATIONAL  STRUCTURE 

The  organization  of  the  board  has  remained  basically  unchanged 
since  its  inception  in  1937.   During  this  period,  gross  annual  sales 
have  risen  significantly  to  the  point  where  they  exceeded  $27  million 
in  1968-69.   As  a  result  the  liquor  monopoly  is  now  a  big  business  by 
most  standards  and,  in  our  opinion,  should  be  organized  and  run  on  the 
most  businesslike  manner  possible.   We  found,  however,  that  many  of 
the  basic  precepts  inherent  in  an  effective  and  efficient  business 
operation  were  not  present  at  the  board. 

We  found,  for  example,  that  the  formal  organization  of  the  board, 
as  expressed  by  its  organization  chart,  is  completely  unrealistic  in 
relation  to  the  actual  manner  in  which  the  day-to-day  business  opera- 
tions are  accomplished.   Contrary  to  what  is  shown  by  the  organization 
chart  many  of  the  employees  at  the  central  office  perform  their  duties 
without  any  obvious  supervision  or  control  and,  in  fact,  they  express 
the  belief  that  they  report  directly  to  the  administrator. 

We  believe  it  is  beyond  the  span  of  control  of  one  man,  such  as 
the  administrator,  to  effectively  supervise  and  control  the  number  of 
employees  of  the  board  and  at  the  same  time  carry  out  normal  management 
functions.   Our  view  is  essentially  substantiated  by  the  observations 
of  the  legislative  council  in  their  December  1964  report  which  concluded 
that  "An  analysis  of  the  board's  staffing  pattern  reveals  a  need  for 
more  high  echelon  employees."   The  problem  is  also  exemplified  by  the 


fact  that  the  administrator  is  not  a  career  employee  in  that  he  serves 
at  the  pleasure  of  the  board,  and  in  effect  the  governor,  and  therefore 
is  subject  to  the  shifting  of  political  attitudes.   As  a  result  there 
is  very  little,  if  any,  continuity  of  management  in  that  the  assistant 
administrator  apparently  devotes  most  of  his  time  to  only  licensing 
matters. 

We  also  found  an  almost  complete  absence  of  written  policies  and 
procedures  relative  to  routine  daily  operations.   As  a  result  it  is 
virtually  impossible  to  ascertain  what  an  individual's  duties  and 
responsibilities  are  and  whether  they  are  adequately  segregated  to 
provide  equal  distribution  of  work  and  effective  internal  control. 
We  believe  individual  employee  duties  and  responsibilities  should  be 
clearly  defined  and  specifically  assigned  and  that  they  should  be 
reduced  to  writing  so  that  employees  know  what  their  job  consists  of 
and  what  is  expected  of  them.   We  also  believe  that  some  individual 
standards  of  performance  should  be  established  on  the  basis  of  duties 
and  responsibilities  and  that  employee  performance  should  be  periodic- 
ally evaluated  in  relation  to  the  standards. 

We  believe  that  existing  conditions  such  as  those  described  above 
can  only  lead  to  confusion  and  conflicts  among  the  employees  insofar 
as  duties  and  responsibilities  are  concerned  and  that  this  is  detri- 
mental to  the  board  as  well  as  the  state. 

RECOMMENDATION 

We  reoonmend  that  the  hoard: 

1.      Initiate  action  to  reorganize  the   liquor  board  into 
a  more  functional  and  realistic  structure  in  which 
a  formal  hierarchy  of  supervision  and  control  outside 
of  the  administrator  is  established. 
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the  legislature  concerning  the  board's  operation. 

The  legislative  council  in  its  December  1964  report  on  the  board's 
operations,  pointed  out  that  the  statutory  limitations  "introduce  a 
degree  of  inflexibility  into  administration  of  the  monopoly  which  might 
well  be  uneconomical  to  the  state."   The  council  went  on  to  recommend 
that  these  statutory  limitations  be  removed. 

The  board's  operation  should  be  run  in  the  most  businesslike  manner 
possible  and  this  is  not  possible  without  the  best  qualified  personnel 
to  direct  and  perform  the  board's  function.   The  board  cannot  obtain 
the  best  qualified  personnel  in  many  instances  with  the  present  salary 
limitations.   We  believe  that  implementation  of  a  sound  personnel  system 
whereby  employees'  original  and  continued  employment  is  based  upon  their 
ability  and  performance  would  justify  removal  of  the  statutory  limita- 
tions imposed  upon  the  salaries  of  board  employees. 

RECOMMENDATION 

We  vecommend  that,    if  an  effective  system  for  employment  of 

personnel  is  established,    the  statutory   limitations  on  board 

employees  '   salaries  he  repealed. 

Vendors'  Payment  for  Merchandise  Shortages 

The  board  has  an  existing  policy  that  merchandise  shortages  in  state 
liquor  stores  must  be  paid  for  by  the  store  vendor  unless  the  board  mem- 
bers specifically  waive  the  payment.   We  believe  that  this  policy  should 
be  reconsidered. 

The  present  policy,  in  effect,  although  perhaps  not  by  design, 
relieves  the  board  of  any  necessity  to  weed  out  undesirables.   Regardless 
of  who  the  wrongdoer  may  be,  the  vendors  are  at  fault  in  the  board's  eyes 
and  are  made  to  stand  a  loss  for  which  at  least  some  are  not  responsible. 
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Since  the  loss  does  not  reflect  on  the  board,  there  is  little  incentive 
to  attempt  to  correct  the  situation. 

If  the  administrator  is  given  complete  authority  over  the  vendors, 
the  administrator  would  be  able  to  take  appropriate  action  on  shortages 
and  he  would  have  the  responsibility  of  correcting  the  cause  of  the 
shortages. 

EECOMMEWATION 

We  reoommend  that  the  board  re-evaluate  its  policy  of  requiring 
store  vendors   to  pay  for  the  cost  of  merchandise  shortages 
in  their  stores  IF  the  employment  practices  are  revised  to 
give  the  administrator  control  over  the  vendors. 


-87- 


LAW  AND  REGULATION  ENFORCEMENT 

Various  laws  and  regulations  empower  and  charge  the  board  with  certain 
duties  and  responsibilities  relative  to  the  control  and  enforcement  of  liquor 
laws . 

As  a  part  of  these  duties  and  responsibilities,  the  board  is  required  to 
investigate  license  applicants,  detect  and  investigate  violations  of  liquor 
laws  and  regulations  and  assess  appropriate  penalties,  and  inspect  retail  beer 
and  liquor  premises  for  compliance  with  established  health  and  sanitary  standards, 

During  the  course  of  our  audit,  we  noted  a  number  of  questionable  practices 
or  actions  taken  by  the  board  pursuant  to  their  duties  and  responsibilities.   We 
found  that  numerous  violations  of  liquor  laws  such  as  serving  of  minors  and 
serving  after  hours  were  not  always  noted  in  the  board  licensee  files  and  that 
in  many  instances  no  prompt  remedial  action  was  taken  by  the  board.   In  this 
regard,  we  believe  an  accurate  and  complete  historical  record  of  licensee  per- 
formance is  mandatory  for  proper  enforcement  of  the  laws  and  regulations  and 
that  such  a  record  would  also  provide  the  board  with  a  firm  basis  for  action  upon 
application  for  license  renewal  by  the  various  licensees. 

The  board  also  conducts  periodic  inspections  of  the  business  premises  of 
retail  beer  and  liquor  licensees  for  the  purpose  of  determining  compliance 
with  state  and  local  health  and  sanitation  standards.   These  inspections  are 
made  by  the  board  pursuant  to  the  requirements  of  law  and  regulation  although 
basically  the  same  inspections  are  performed  by  the  state  department  of  health 
and  its  subordinate  agencies.   As  a  result,  a  duplication  of  effort  exists 
which  we  believe  is  unwarranted. 
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Over  $100,000  is  spent  annually  in  conducting  the  board's  inspection 
program  and  it  appears  to  be  excessively  high  compared  to  the  benefits 
derived  from  the  program.   A  large  part  of  the  board's  inspection  program 
consists  of  law  enforcement  matters  which,  in  many  instances,  are  beyond  the 
present  capability  of  the  board.   It  is  our  contention  that  the  facilities, 
equipment,  and  personnel  necessary  for  the  effective  enforcement  of  the 
various  liquor  laws  and  regulations  may  be  more  suitable  to  a  law  enforcement 
agency  as  opposed  to  the  board.   Because  of  this  and  the  fact  the  reorganization 
of  the  executive  branch  of  Montana's  state  government  is  currently  under  study, 
we  are  making  no  positive  recommendations.   We  believe  that  in  the  meantime, 
however,  the  board  should  take  positive  steps  to  assure  maximum  cooperation 
with  federal,  state,  and  local  law  enforcement  agencies  in  the  issuance  and 
renewal  of  liquor  licenses  as  well  as  the  enforcement  of  liquor  laws  and  regu- 
lations . 
PERSONAL  SERVICES 

Several  problem  areas  were  noted  in  the  board's  payroll  system  and  personal 
services  payments  to  the  board  members  and  employees.  The  following  tables  will 
serve  as  a  reference  point  for  the  discussion  of  the  problem  areas  that  follow. 

As  shown  by  Exhibit  E,  personal  services  paid  by  the  board  during  1968-69 
consisted  of  the  following: 
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Salaries : 

Administration  $   157,092 

Warehouse,  Watchmen,  and  Maintenance     130,253 
Inspection  63,550 

Store  Auditors  28,063 

Liquor  Stores  1,247,656 

Commission  Stores  84,912    $1,711,526 

Board  Members  Compensation  Fees  6,480 

Employee  Benefits  171,300 

Total  $1.889.306 

Maximum  limitations  were  placed  upon  the  salaries  permitted  to  be  paid 

board  employees  during  the  1968-69  fiscal  year  by  Section  4-108,  R.C.M.  1947. 

These  same  limitations,  with  the  exception  of  the  board's  administrator  who 

was  authorized  an  increase  to  $12,500,  are  also  in  effect  for  the  1969-70  and 

1970-71  fiscal  years  and,  for  information  purposes,  are  as  follows: 

Maximum 
Position  Annual  Salary 

Administrator  $  11,500 

Assistant  Administrator  10,000 

Supervisor  of  Accounting  9,000 

Supervisor  of  Data  Processing  7,500 

Supervisor  of  Licensing  7,500 

Supervisor  of  Warehouse  7,000 

Purchasing  Agent  6,600 
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Maximum 
Position  Annual  Salary 

Traffic  Manager  $   6,600 

Asst.  Supervisor  -  Data  Processing  6,600 

Asst.  Supervisor  -  Accounting  6,600 

Store  Auditors  6,600 

Inspectors  6,600 

Vendor  -  Class  "A"  Store  6,600 

Asst.  Vendor  -  Class  "A"  Store  5,750 

Other  Employees  -  Class  "A"  Store  5,400 

Vendor  -  Class  "B"  Store  5,500 

Asst.  Vendor  and  Other  Employees  -  Class 

"B"  Store  4,535 

Vendor  -  Class  "C"  Store  4,900 

Asst.  Vendor  and  Other  Employees  -  Class 

"C"  Store  4,000 

Any  Other  Board  Employee  6,000 

These  salary  limitations  are  low  in  comparison  with  other  liquor  monopoly 

states  such  as  Washington  and  Oregon  and  is  a  significant  factor  in  Montana's 

relatively  high  return  on  sales. 

General  Payroll  System 

The  payroll  system  of  the  board  is  deficient  in  each  of  the  following 

areas  which  a  sound  payroll  system  should  include: 

1.  Standardized  form  for  establishing  proper  approvals  of  employee 
appointments  and  terminations. 

2.  An  attendance  reporting  system  that  provides  for  accurate  reporting 
of  employees'  time  worked  (including  any  overtime)  and  time  taken 
off  for  vacation,  sick  leave,  compensating  time  off  for  overtime, 
holidays,  and  other  time  off. 
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3.  The  maintenance  of  an  accurate  up-to-date  summary  record  of  each 
employee's  time  off  earned,  taken  and  balance  for  vaction,  sick 
leave,  and  overtime. 

4.  A  centralized  filing  system  in  which,  for  each  employee,  a  folder 

is  maintained  containing  the  employee's  employment  record  -  original 
application  for  employment,  appointment  document,  correspondence 
relating  to  his  employment,  etc. 

5.  A  streamlined  operation  requiring  no  measurable  duplication  of 
work. 

The  following  comments  discuss  these  deficiencies  and  include  oiir  recommendations 
for  their  correction. 

Employee  Appointment  and  Termination  Documents 

Notification  to  the  board's  payroll  clerk  of  employee  appointments  and 
terminations  are  made  on  an  informal  basis.   The  notifications  are  made  either 
by  written  memorandum  or  verbally.   A  standardized  form  should  be  utilized 
for  these  notifications  to  insure  that  accurate  information  and'  proper  approvals 
result. 

RECOMMENDATION 

We  recommend  that  the  board  establish  a  standardized  form  ^or  approval 
and  processing,  of  employee  appointments  and  terminations. 

Employee  Attendance  Reports 

The  board  currently  used  at  least  three  different  types  of  reports  that 
include  attendance  information.   Store  vendors  are  required  to  submit  reports 
by  the  15th  of  each  month  for  the  month  which  the  time  is  being  reported.   The 
vendors  ^are  supposed  to  write  on  the  form  comments  about  any  employee  who  works 
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more  or  less  than  the  standard  work  day.   The  fact  that  the  vendor  is  required 
to  write  exception  comments  on  the  report  instead  of  having  spaces  provided 
for  the  time  off  or  overtime  worked  results  in  the  information  being  less 
explicit.   For  example,  some  vendors  merely  write  down  the  number  of  days 
their  employees  were  off  without  indicating  which  dates  are  involved.   The 
requirement  that  the  reports  be  submitted  by  the  15th  of  the  month,  in  the 
middle  of  the  reporting  period,  is  illogical  because  the  report   covers  only 
one-half  the  pay  period.   As  a  practical  matter,  most  of  the  reports  are  sub- 
mitted even  much  earlier  than  the  15th  of  the  month. 

The  board's  inspectors  are  required  to  submit  daily  reports  to  the  central 
office.   These  forms  have  spaces  for  the  inspectors  to  indicate  the  hours  they 
work.   In  practice,  however,  the  hours  are  not  consistently  written  on  the 
form  and  it  is  left  up  to  the  inspectors  to  keep  track  of  their  time  worked  and 
taken  off  without  reporting  to  the  central  office.   When  combined  with  the  fact 
that  the  inspectors'  reports  on  their  inspections  are  for  the  most  part  informal 
and  incomplete,  the  time  reporting  system  for  the  inspectors  is  not  adequate 
to  show  that  the  inspectors  are  performing  their  duties. 

The  form  used  to  keep  track  of  the  administration  and  warehouse  employees' 
attendance  provides  no  space  for  overtime  worked  or  time  taken  off  for 
overtime. 

RECOMMEWATION 

We  recommend  that  the  board  establish  a  sound  employee  time  reporting 

system  that  includes  a  standardized  time  report  submitted  as  near  as 

possible  to  the  end  of  the  reporting  period. 
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Vacation,  Sick  Leave,  and  Overtime  Records 

The  board  presently  maintains  a  record  for  each  employee's  vacation  and 
sick  leave  earned,  used,  and  balance.   No  space  is  provided  on  this  record 
for  overtime  worked,  compensating  time  off,  and  balance.   The  records  are  not 
maintained  on  a  current  basis  and  contain  miscellaneous  notations  in  spaces 
on  the  forms  which  were  designed  for  specific  information.   These  records  should 
include  spaces  for  overtime  and  be  posted  monthly  in  summary  form  from  properly 
completed  and  approved  attendance  reports.   Miscellaneous  information  should 
be  filed  in  the  employees'  employment' record  folder. 

RECOMMENDATION 

We  recommend  that  the  board  revise  the  forms  used  to  maintain  employees  ' 
vacation  and  sick   leave  balances   to  also  include  overtime,   maintain 
these  records  on  a  current  basis,   and  exclude  detail  or  miscellaneous 
information  from  the  spaces  provided  for  the   leave  information. 

Filing  System 

Payroll  and  personnel  information  records  such  as  P.E.R.S.  cards,  W-4 
forms,  completed  work  applications,  correspondence,  etc.,  are  filed  in  different 
places.   Time  reports  of  different  groups  are  filed  in  different  locations  as 
are  some  of  the  accumulated  vacation  and  sick  leave  records.   A  more  practical 
system  would  be  to  have  a  centralized  filing  system  with  a  folder  for  each 
employee  that  would  contain  the  employee's  original  application,  appointment 
document,  payroll  forms,  correspondence,  performance  evaluations,  etc. 

RECOMMENDATION 

We  recommend  that  the  board  establish  and  maintain  a  centralized  filing 
system  for  its  payroll  records. 
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Duplication  of  Work 

Several  records  relating  to  payroll  information  are  maintained  that  either 
serve  no  purpose  or  are  a  duplication  of  the  same  information  that  is  available 
elsewhere.   One  example  is  a  card  file  maintained  for  each  employee  with  each 
month's  gross  and  net  pay  and  each  deduction.   Another  is  a  card  file  in  which 
the  quarterly  earnings  of  each  employee  are  posted  from  the  quarterly  federal 
reports.   It  is  acknowledged  that  this  file  is  not  used  for  any  purpose.   It 
is  estimated  that  it  takes  from  three  to  four  man-days  per  month  to  type  payroll 
information  on  the  cards  and  about  three  days  each  quarter  to  type  the  information 
from  the  quarterly  reports  to  the  cards. 

RECOMMENDATION 

We  recommend  that  the  board  eliminate  maintenance  of  card  files   listing 

the  detail  of  payments  to  employees  and  other  records  that  are  not 

being  effectively  used. 

State  Central  Payroll  System 

In  the  first  report  issued  by  the  legislative  auditor,  a  January  1968 
report  on  internal  control  within  the  central  fiscal  control  agencies  of  the 
state,  the  inefficiencies  and  unnecessary  cost  of  each  state  agency  maintaining 
its  own  payroll  system  were  illustrated  and  it  was  recommended  that  a  centralized 
payroll  function  be  established.   This  recommendation  was  adopted  and  most  state 
agencies  are  currently  on  the  system  at  a  substantial  savings  to  the  state. 

The  board  is  one  of  the  very  few  larger  state  agencies  that  are  not  on  the 
central  payroll  system.   Many  of  the  board's  present  inefficiencies  in  its 
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payroll  area  would  be  resolved  by  going  on  the  central  system.   The  board  would 
no  longer  be  required  to  file  quarterly  and  annual  federal  reports,  accumulate 
information  for  annual  W-2  forms,  make  large  scale  changes  in  payroll  computations 
(such  as  changes  in  federal  or  state  tax  withholding  rates),  and  caleulating  pay- 
roll deductions  and  accumulating  the  information  for  payment  to  the  proper  payee. 
In  summary,  we  believe  that  the  savings  to  be  realized  and  increased  efficiency 
and  control  that  would  result  warrant  that  the  board  go  on  the  state  central 
payroll  system. 

RECOMMENDATION 

We  reoommend  that  the  board  go  on  the  state  aentral  -payroll  system 
as  soon  as   the  change  can  he  implemented. 

Board  Members'  Compensation  Fees  Limitation 

Section  4-105,  R.C.M.  1947,  imposes  a  $1,500  annual  limitation  on  the  amount 
each  board  member  may  receive  as  compensation  "in  the  performance  of  the  duties 
of  his  office."   The  board's  records  indicate  that  the  board  has  interpreted  the 
annual  period  to  run  from  March  through  February.   This  period  coincides  with 
the  board  members'  dates  of  appointment  and  accordingly,  is  a  logical  period 
to  use  for  this  purpose. 

The  board  has  a  letter  on  file  from  the  former  state  controller,  dated 
November  1,1967,  in  which  the  controller  granted  his  approval  to  the  payment 
of  fees  to  board  members  in  excess  of  the  $1,500  limitation  for  services  the 
board  members  perform  as  liquor  inspectors.   As  a  result,  two  board  members 
were  paid  compensation  in  excess  of  $1,500  for  each  of  the  two  years  ending 
February  28/29,  1968  and  1969.   The  excess  fees  paid  ranged  from  $40  to  $380. 
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We  believe  a  question  exists  as  to  whether  the  intent  of  Section  4-105  has 
been  adhered  to.   Accordingly,  we  presented  the  facts  to  the  Attorney  General 
and  requested  his  legal  opinion  on  the  propriety  of  the  practice. 

In  his  response,  the  Attorney  General  stated  that  the  powers  and  duties  of 
the  liquor  board  are  outlined  in  the  law  and  the  law  also  provides  the  board 
the  power  to  do  all  things  necessary  to  carry  out  the  provisions  of  the  law.   He 
further  stated  that  liquor  inspectors  are  appointed  to  assist  the  liquor  board 
members  in  enforcing  the  liquor  laws  and  that  board  members  who  perform  services 
as  liquor  inspectors,  although  this  is  not  mandatory,  are  performing  the  duties 
imposed  upon  them  by  law  and  are  acting  as  board  members,  not  liquor  inspectors. 
The  Attorney  General  concluded, 

"It  is  therefore  my  opinion  that  the  board  members  may  not 
exceed  the  limitations  of  Section  4-105,  R.C.M.  1947,  by 
making  application  for  compensation  as  liquor  inspectors." 

RECOMMENDATION 

We  recommend  that  the  board  limit  its  alaims  for  board  members' 

compensation  fees   to  the  $2^500  annual  maximum  prescribed  by 

law. 

"Severance  Pay" 

The  board  has  followed  the  practice  for  many  years  of  paying  what  is  termed 
"severance  pay"  to  most  of  its  employees  at  the  time  they  terminate  their  service 
from  the  board.   This  extra  pay  consists  of  one-half  month's  salary  of  the 
terminated  employee  and  is  a  payment  in  addition  to  his  salary  through  his 
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termination  date  and  accumulated  vacation  pay.   State  law  makes  no  provision 
for  such  payments 

Most  severance  payments  made  by  the  board  are  to  state  liquor  store  vendors 
and  employees  when  there  is  a  change  in  administration.   During  1969,  there  was 
a  change  in  administration  and  by  December  31,  1969,  there  had  been  a  high 
percentage  changeover  in  store  vendors  and  other  store  employees.   As  a  result, 
at  least  $22,000  in  severance  pay  was  paid  during  1969.   The  board's  records 
have  not  been  maintained  in  a  manner  to  readily  show  the  exact  amount  of  severance 
payments  made. 

We  are  informed  that  the  board  members  make  the  determination  as  to  which 
terminating  employees  are  paid  the  severance  pay.  The  board's  minutes  contain 
no  indication  of  such  determination. 

The  Montana  legislative  council,  in  its  December  1964  report  "Administration 
of  the  State  Liquor  Monopoly"  in  its  conclusion  relating  to  severance  pay 
commented  as  follows: 

"However,  there  is  no  logic  in  firing  an  employee  and  then 
rewarding  him  with  two-weeks'  pay  from  the  taxpayers' 
pocket . " 

One  instance  was  noted  where  a  vendor  from  the  prior  administration  was 
terminated  as  a  vendor  and  paid  his  severance  pay  but  he  was  immediately 
reinstated  as  a  store  auditor  without  any  break  in  service. 

Other  instances  of  payments  to  terminated  employees  beyond  amounts  earned 
by  them  as  of  their  termination  dates  were  payments  of  sick  leave  after  dates 
of  employees'  termination  dates  and  a  payment  of  vacation  termination  pay  to 
an  employee  before  he  had  completed  one  year's  service. 
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RECOMMENDATION 

We  reaommend  that  the  board  discontinue  its  practice  of  making  payments 

to  terminated  employees  in  excess  of  salaries  earned  and  accumulated 

vacation  pay. 

Janitorial  Services 

The  board  has  no  uniform  policy  with  respect  to  janitorial  services  in 
the  state  liquor  stores  across  the  state.   In  most  instances,  janitorial 
services  are  performed  by  store  vendors  and  other  store  employees  without 
additional  remuneration,  as  is  the  case  in  two  other  monopoly  states,  Washington 
and  Oregon.   However,  at  21  stores  which  are  primarily  the  larger  state  stores 
in  sales  volume  and  number  of  employees,  janitorial  services  are  paid  for  at 
a  total  monthly  cost  of  $1,145.   Included  in  this  amount  is  $200  which  is 
paid  in  the  form  of  salaries  from  the  board's  personal  services  appropriation 
to  janitors  at  two  stores.   In  contrast,  the  remaining  $945  is  classified  as 
general  expense  and,  although  the  payments  are  made  to  store  vendors  or  other 
store  personnel,  the  payments  are  charged  the  board's  appropriation  for  operation 
and  capital.   The  payments  are  made  at  rates  which  vary,  without  apparent 
justification,  from  $12.50  per  month  to  $125  per  month.   The  state  store  with 
the  largest  sales  volume  receives  a  monthly  allowance  of  $65  while  two  other 
stores  having  approximately  one-half  and  one-seventh,  respectively,  the  sales 
volume  of  the  largest  store  receive  $125  in  monthly  janitorial  allowance.   The 
amount  of  floor  space  in  each  store  is  relatively  comparable  to  the  sales  volume. 

We  believe  the  payment  of  janitorial  fees  to  vendors  and  store  personnel 
could  be  construed  to  be  a  circumvention  of  the  salary  limits  imposed  by  law. 
We  requested  a  legal  opinion  from  the  Attorney  General  as  to  the  propriety  of 
these  payments. 
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In  his  response,  the  Attorney  General  stated  that  if  in  the  opinion  of  the 
liquor  control  board,  the  duties  of  store  vendors  include  janitorial  services, 
then  they  should  not  be  compensated.   He  mentioned  that  the  following  points 
should  be  considered  in  determining  whether  janitorial  services  are  part  of 
the  vendors'  duties: 

"a.   Whether  the  vendor  performs  these  services  during  his 
normal  hours'  work; 

b.  Whether  vendors  are  uniformly  found  to  be  performing 
this  service  as  part  of  their  duties; 

c.  Whether  the  janitorial  services  are  large  enough  to 
warrant  extra  personnel  to  perform  them." 

In  any  event,  the  present  system  is  not  based  upon  sound  business  practices 
in  that  some  stores  are  permitted  a  janitorial  allowance  and  others  are  not,  and 
the  allowance  permitted  varies  without  correlation  to  sales  volume,  amount  of 
space,  number  of  employees,  or  other  sound  criteria.   Accordingly,  we  believe  a 
uniform  policy  of  allowing  and  accounting  for  janitorial  fees  should  be 
established. 

RECOMMEWATION 

We  reaommend  bliat  the  hoard  establish  a  uniform  policy  cf  allowing  and 
accounting  for  janitorial  fees  in  all  state   liquor  stores. 

TRAVEL  EXPENSE 

Travel  expenses  for  the  1968-69  fiscal  year  totaling  $56,983  as  recorded 
by  the  board  and  shown  on  £,xuxlxt  Z    -onsist  of  the  ^  "i.*..  g  classj.f..   ^  nt . 
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Administration: 

Board  Members: 

In-state  -  board  meetings  $  3,890 

In-state  -  other  1,153 

Out-of-state  -  NABCA  meetings  1,398 

Out-of-state  -  other  99  ^5  54O 

Administrators : 

In-state  759 

Out-of-state  -  NABCA  meetings  713  1  472 

Assistant  Administrator,  in-state  747 

Other  Administrative  Personnel,  in-state  2  686 

Total  Administration  n   445 

Store  Auditors  ^y   ^q2 

Inspectors  27  935 

To'^al  $56,983 

Several  observations  were  made  during  the  course  of  our  examination  of 
these  travel  expenses  where  we  believe  payments  made  by  the  board  or  the 
method  used  to  make  the  payments  was  incorrect.   Following  are  our  comments 
and  recommendations  based  upon  these  observations. 
Out-of-state  Travel  -  Overexpended  Appropriations 

The  board  exceeded  its  1967-69  biennium  out-of-state  travel  appropriation 
for  the  administrator  and  board  members  by  $1,178,  and  its  out-of-state 
travel  appropriation  for  the  1965-67  biennium  by  at  least  $834. 

The  state  controller's  records  show  that  of  the  board's  $4,000  appropriated 
for  the  1965-67  biennium,  all  but  $6  was  expended  by  the  board.   However,  it 
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was  noted  that  in  September  1966,  a  transfer  of  $840  was  made  at  the  request  of 
the  board  reducing  the  expenditures  of  the  board's  out-of-state  travel 
appropriation  and  charging  the  $840  to  the  board's  regular  operations 
appropriation.   The  claims  constituting  the  $840  transferred  were  for  expenses 
incurred  in  connection  with  trips  to  San  Francisco,  California  and  San  Juan, 
Puerto  Rico.   Accordingly,  the  $840  should  have  been  charged  to  the  out-of- 
state  travel  appropriation.   As  a  result  of  the  transfer,  the  appropriation 
was  overexpended  by  at  least  $834. 

As  shown  by  Exhibit  E,  the  board's  records  indicate  that  $1  reverted  from 
the  board's  1967-69  biennium  appropriation  for  the  administrator  and  board 
members  out-of-state  travel.   However,  the  administrator  and  board  members 
incurred  expenses  of  $1,179  in  May  1969  which  were  held  over  and  paid  from 
the  board's  similar  appropriation  for  the  1969-70  fiscal  year.   These  expenses 
were  incurred  in  connection  with  their  trip  to  the  NABCA  meeting  in  Atlanta, 
Georgia,  and  a  side  trip  to  Oklahoma  City  by  one  board  member.   This  method 
of  payment  is  prohibited  by  Section  59-701.2,  R.C.M.  1947,  which  states  that: 
"Any  just  claims  not  paid  within  the  fiscal  year  shall  become  payable  from  the 
succeeding  year's  appropriation,  providing,  however,  that  such  claims  shall 
not  exceed  the  appropriation  made  for  the  preceding  biennium."   ) Emphasis 
added.)   In  this  instance,  the  procedure  resulted  in  $1,178  being  paid  beyond 
the  authority  granted  for  the  biennium. 

The  board's  .ppropriations  for  the  1967-69  biennium  contained  a  specific 
provision  that  additional  spending  authority  for  out-of-state  travel  could 
not  be  obtained  by  means  of  a  budget  amendment.   Accordingly,  after  adjournment 
of  the  1969  legislature,  the  only  method  by  which  the  board  could  legally 
remain  within  its  out-of-state  travel  appropriation  for  the  board  members  and 
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administrator  was  to  charge  the  state  for  such  expenses  only  to  the  extent  of 
the  appropriation  balance,  or  $1,178  less  than  was  charged. 

This  delaying  practice  has  resulted  in  additional  problems  in  the  current 
1959_70  fiscal  year.   For  this  year,  the  board  again  has  a  $2,000  out-of-state 
travel  appropriation  for  the  administrator  and  board  members  and  a  $2,000 
appropriation  for  out-of-state  travel  by  its  inspectors.   By  charging  their 
May  1969  expenses  of  $1,179  as  described  above  to  the  1969-70  appropriation,  a 
balance  of  only  $821  remained  for  use  during  1969-70. 

During  November  1969,  the  board  members  and  administrator  attended  the 
NABCA  meeting  held  in  Hawaii.   Air  fare  expenses  for  this  trip  totaling  $1,081 
were  charged  to  the  appropriation  for  inspectors '  out-of-state  travel  since  only 
$821  was  available  in  the  correct  appropriation.   We  believe  it  is  very  clear 
the  payment  was  incorrectly  charged  to  the  inspectors'  travel  appropriation. 
No  other  expenses  relating  to  the  Hawaii  trip  had  been  submitted  for  payment 
as  of  the  writing  of  this  report. 

Upon  correcting  the  airfare  charge  for  the  Hawaii  trip,  the  board  will 
have  no  state  funds  available  to  pay  for  the  remainder  of  their  Hawaii  expenses 
or  for  any  of  their  attendance  at  the  May  1970  NABCA  meeting  whereas  it  might 
be  useful  to  the  state  to  be  represented  there. 

Sufficient  state  funds  are  not  available  to  pay  for  the  attendance  at  the 
semi-annual  NABCA  meetings  by  the  administrator  and  all  or  most  of  the  board 
members  even  considering  the  fact  that  NABCA  pays  for  the  cost  of  one  or  two 
representatives'  attendance  at  the  November  meeting  each  year. 

Although  it  may  be  useful  to  the  state  to  be  represented  at  these  meetings, 
a  question  exists  as  to  the  need  for  all  or  most  of  the  board  members'  attendance 
at  each  meeting.  We  believe  the  board  members  should  consider  alternating  among 
themselves  their  attendance  at  these  meetings. 
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RECOMMENDATION 

We  recommend  that  the  board: 

t.      Limit  its  charges  to  the  state  for  its  out-of-state  travel 

expenses   to  the  amounts  authorized  by    law. 
2.      Initiate  the  necessary  procedures   to  transfer  the  $1^081 
incorrectly  charged  to  the  board's   1969-70  appropriation 
for  inspectors'  out-of-state  travel  to  the  proper  source  of 
payment. 

Out-of-state  Travel  -  Side  Trip 

In  connection  with  his  trip  to  the  NABCA  meeting  held  in  Atlanta,  Georgia, 
in  May  1969,  one  board  member  made  a  side  trip  to  Oklahoma  City  for  which  the 
state  was  charged  four  extra  days'  travel  including  stops  both  going  to  and 
returning  from  Atlanta,   Based  upon  our  discussion  with  the  board  member  and 
personnel  at  a  transfer  and  storage  warehouse  in  Oklahoma  City  which  the  board 
member  indicated  he  visited,  we  cannot  determine  that  any  state  business  was 
accomplished  on  this  side  trip.   In  any  event,  we  cannot  arrive  at  a  logical 
business  reason  for  stopping  off  in  Oklahoma  City  both  going  to  and  returning 
from  Atlanta,   The  charge  to  the  state  for  the  side  trip  was  $291,50  consisting 
of  the  following: 

Four  days  travel  per  diem  $  90.00 

Extra  cost  of  air  fare  113.00 

Cab  fare  in  Oklahoma  City  8.50 

Four  days  compensation  fees  80.00 

Total  $291.50 
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Double  Reimbursement  of  Travel  Expense 

The  board  is  a  member  of  the  National  Alcoholic  Beverage  Control 
Association  (NABCA) .   NABCA  has  semi-annual  meetings  in  May  and  November 
which  are  attended  by  the  administrator,  most  (and  sometimes  all)  of  the 
board  members  and  the  board's  legal  counsel.   The  administrator  and  board 
members'  expenses  are  reimbursed  for  their  cost  of  attending  these 
meetings  to  the  extent  of  the  board's  out-of-state  travel  appropriations 
(and  sometimes  beyond  the  appropriations  as  pointed  out  on  page  101  of 
this  report).   The  legal  counsel  is  not  directly  reimbursed  by  the  board. 

NABCA  has  a  policy  of  reimbursing  travel  costs  of  selected  members  for 
their  attendance  at  the  November  meeting  each  year.   Based  upon  information 
provided  by  NABCA^  on  at  least  one  occasion — the  November  1967  meeting  in 
New  Orleans — two  members  of  the  board  were  reimbursed  by  NABCA  and  were 
also  paid  travel  per  diem  from  the  board's  out-of-state  travel  appropri- 
ation, summarized  as  follows: 

Board  Paid  by     Board's  Out-of-State  Travel  Appropriation 

Member  NABCA  Paid     Refunded     Net  Charged 

(Air  Fare) 
A  $642.50       $460.55     $264.30        $196.25 

B  642.50        457.30      264.30         193.00 

We  believe  the  intent  of  the  board's  out-of-state  travel  appropriation 
is  to  provide  for  reimbursement  of  travel  expenses  incurred  for  which  reim- 
bursement is  not  otherwise  made  and  the  state  should  not  be  charged  for 
expenses  otherwise  reimbursed. 

RECOMMENDATION 

We  recommend  that  travel  expenses  of  the  hoard  members  and  employees 

charged  to  the  hoard's  appropriation  he   limited  to  allowable 

expenses  not  otherwise  reimbursed. 
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The  amount  of  money  involved  is  relatively  sraall  compared  to  the  volume  of 
business  of  the  board.   However,  we  believe  the  principle  involved  is  an 
important  one  especially  when  a  person  placed  in  a  position  of  public  trust  is 
involved . 

RECOMMEWATION 

We  reaommend  that  the  board: 

1.  Obtain  a  refund  of  the  cost  charged  the  state  for  the  board 
member's  side  trip  to  Oklahoma  City. 

2.  Limit  future  payments  from  its  funds  to  legitimate  state 
business. 

Board  Meeting  Expense  -  Helena  Resident 

One  of  the  present  board  members,  who  was  appointed  in  March  1969,  resides 
in  Helena,  the  state  capital.   All  regularly  scheduled  board  meetings  have  been 
held  in  Helena  for  the  past  several  years  including  the  whole  time  the  Helena 
resident  has  been  a  board  member. 

The  board  member  has  attended  all  the  regularly  scheduled  board  meetings 
since  his  appointment.   As  of  the  time  of  this  writing,  he  had  submitted  expense 
reimbursement  claims  for  all  meetings  held  through  December  1969.   Each  of  these 
claims  included  charges  for  the  statewide  employee  travel  per  diem  allowance  of 
$13.50  per  day  for  each  board  meeting  day  except  December  1969,  when  a  lesser 
amount  was  charged.   Board  meetings  have  run  two  days  each  during  the  board 
member's  tenure  so  he  has  claimed  $27  per  board  meeting  except  December  1969, 
when  he  charged  $20.25,  for  a  total  of  $236.25  as  travel  per  diem. 

Section  59-538,  R.C.M.  1947,  provides  for  travel  per  diem  for  state  officials 
and  employees  while  "engaged  in  travel."   Section  4-105,  R.C.M.  1947,  provides 
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for  traveling  expenses  "while  away  from  home"  for  the  board  members.   We  believe 
these  provisions  mean  travel  outside  the  city  of  residence  of  the  officials  and 
employees  since  they  would  not  have  to  incur  additional  lodging  and  meal  expenses 
and  accordingly,  the  board  member  should  not  be  paid  travel  per  diem  for  days 
he  attends  board  meetings  in  Helena. 

We  requested  the  Attorney  General's  opinion  as  to  the  allowability  of 
these  travel  claims  considering  the  statutory  sections  cited  above.   He  responded 
in  part,  as  follows: 

"It  is  abundantly  clear  that  the  aforementioned  sections  are  designed 
to  reimburse  an  officer  or  employee  for  expenses  occasioned  by 
travel  in  the  performance  of  his  duties.   If  a  board  member  is 
residing  in  Helena  and  attending  board  meetings  in  Helena,  then 
he  is  not  incurring  expenses  for  travel  away  from  home  and  is  not 
entitled  to  travel  allowances." 

RECOMMENDATION 

We  veaommend  that  the  board  cease  making  payments  of  travel  per  diem  to 

its  members  or  employees  for  time  spent  in  their  established  city  of 

residence . 

Board  Meeting  Expense  -  Other  Members 

The  board's  regularly  scheduled  meetings  are  held  on  the  third  Thursday  and 
Friday  of  each  mont.i.   The  board  members,  past  and  present  with  the  exception 
of  a  current  board  member  who  resides  in  Helena,  have  consistently  indicated 
on  their  travel  claims  that  taey  came  to  Helena  for  their  board  meetings  on  the 
Wednesday  before  the  day  of  the  meetings  and  returned  to  their  cities  of 
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residence  the  Saturday  after  the  day  of  the  meetings.   Travel  per  diem  and 
compensation  fees  have  consistently  been  charged  for  these  Wednesdays  and 
Saturdays . 

Board  meetings  usually  start  at  9:00  a.m.  on  Thursday,  yet  the  travel  claims 
of  board  members  residing  in  cities  from  1  1/2  -  2  hours  driving  time  from 
Helena  show  that  they  have  consistently  departed  for  Helena  at  either  4:00  p.m. 
or  5:00  p.m.  on  Wednesday.   These  members  have  charged  their  full  daily 
compensation  fees  for  these  days.   The  law  provides  for  payment  of  these  fees 
while  on  travel  time  but  it  appears  that,  because  of  the  relatively  short 
driving  time,  these  members  are  coming  to  Helena  on  Wednesday  as  a  matter  of 
personal  convenience  rather  than  for  business  purposes.   In  such  cases,  we 
believe  the  state  should  not  be  charged  for  compensation  fees. 

The  minutes  of  the  board  meetings  consistently  indicate  that  the  meetings 
adjourn  at  exactly  5:00  p.m.  on  Friday.   It  has  been  acknowledged  that  the 
meetings  usually  are  completed  and  the  board  members  have  left  the  board  offices 
well  before  5:00  p.m.   All  of  the  board  members  for  the  most  recent  years,  with 
the  exception  of  one  former  member  who  resided  in  Glasgow,  live  within  1  1/2  - 
4  hours  driving  time  from  Helena.   It  was  difficult  to  understand  how  all  the 
board  members  would  consistently  have  board  business  in  Helena,  after  their 
board  meetings  and  especially  to  the  extent  that  it  would  preclude  them  from 
returning  home  on  Friday  afternoons  and  evenings.   Upon  questioning  the  current 
board  members  about  this,  one  member  acknowledged  that  he  has  never  stayed  over 
in  Helena  the  Friday  night  of  the  board  meetings,  another  indicated  he  occasionally 
stays  over,  another  indicated  he  stays  over  about  50  percent  of  the  time,  and 
the  other  indicates  he  usually  does  stay  over  because  of  a  health  problem. 
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It  is  worthy  to  note  that  on  the  travel  claims  for  the  December  1969  board 
meeting,  after  we  had  raised  some  questions  about  the  travel,  two  of  the  three 
claims  submitted  as  of  the  time  of  this  writing,  indicated  the  board  members 
returned  home  on  Friday.   The  third  claim  indicated  a  return  home  on  Saturday  bul 
no  travel  per  diem  or  compensation  fee  was  charged  for  that  day. 

RECOMMENDATION 

We  recommend  that  the  board  cease  making  travel  expense  and  compensation 

fee  payments   to  board  members  for  days   the  membersi  incur  no  board 

business  expenses. 

Overtime  Pay  Recorded  as  Travel  Expense 

The  travel  expenses  of  the  board  for  the  1968-69  fiscal  year  as  analyzed 
above  has  a  classification  described  as  "other  administrative  personnel"  in 
an  amount  of  $2,686.   Of  this  amount,  $854  represents  payments  to  a  former 
store  vendor  for  what  was  described  to  us  by  the  former  administrator  who 
authorized  the  payments  as  being  compensation  for  overtime  worked.   We  were 
informed  the  overtime  worked  by  the  store  vendor  was  in  connection  with  getting 
a  new  store  ready  for  opening  and  providing  direction  to  the  new  store  vendor 
at  the  new  store  once  it  was  opened.   The  store  venaor  to  whom  the  overtime 
was  paid  was  in  charge  of  another  state  store  during  this  period  of  time. 

The  overtime  was  paid  to  the  store  vendor  on  travel  claims  on  which  the 

expense  was  designated  as  mileage  and  per  diem  as  follows: 

"Trips  from  store  A  to  B  and  return": 

111  miles  per  day  at  90  per  mile  for 

periods  11/15/68  -  1/31/69  and  2/18/69  - 

2/28/69  -  every  day  except  Sundays  and 

New  Year's  Day  (76  days)  $759.24 

$1.25  travel  per  diem  -  same  days  as  mileage  95.00 

Total  $854.24 
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Store  A  first  opened  for  business  on  December  11,  1968.   The  distance 
between  the  two  stores  is  approximately  2  miles.   It  would  therefore  take 
about  28  round  trips  per  day  (including  Mondays  when  the  state  stores  were 
closed  at  this  time)  to  account  for  the  111  miles  recorded  per  day.   In 
summary,  there  is  no  question  that  all  but  a  small  part  of  the  payments  did 
not  consist  of  travel  expense. 

The  former  administrator  stated  that  this  method  of  payment  was  used 
because  he  did  not  believe  the  board  had  the  authority  to  pay  overtime  to  the 
store  vendors.   He  has  expressed  the  opinion,  however,  that  the  expense  incurred 
was  to  the  state's  benefit  in  order  to  get  the  new  store  operating  smoothly. 

We  do  not  discount  the  former  administrator's  evaluation  of  the  benefits 
to  the  state  for  the  expense  incurred.   However,  we  believe  the  method  used 
to  pay  for  the  former  store  vendor's  extra  services  was  extremely  poor  in 
that  it  required  the  submission  of  falsified  travel  claims  and  resulted  in 
inaccurate  and  misleading  financial  reports  as  to  the  nature  of  the  board's 
operating  expenses.   If  such  practices  were  allowed  to  become  prevalent,  none 
of  the  board's  financial  reports  could  be  relied  upon. 

RECOMMENDATION 

We  veaommend  that  the  board  process  all  its  claims  for  payment  of 
expenses  in  a  manner  that  oorreatly  identifies  the  expenses  as   to 
their  nature  and  results  in  their  proper  classification. 

Lack  of  Information  on  Purpose  and  Results  of  Trips 

As  shown  by  the  analysis  of  travel  at  the  beginning  of  this  section,  in- 
state travel  expenses  other  than  for  board  meetings  were  paid  during  the  1968-69 
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fiscal  year  for  board  members,  the  administrators  and  assistant  administrator, 
and  other  administrative  personnel.   During  the  1967-68  fiscal  year,  expenses 
incurred  for  the  board  members  for  in-state  travel  were  $2,420  or  approximately 
twice  the  $1,120  incurred  during  1968-69.   The  administrators  and  assistant 
administrators  expenses  remained  relatively  constant. 

The  board  has  very  little  in  the  way  of  records  to  indicate  the  reason  the 
trips  were  made  or  to  show  what  was  accomplished  by  the  trips.   For  example, 
one  record  maintained  by  the  board  indicates  that  most  of  these  in-state  trips 
made  by  board  members  were  for  the  purpose  of  making  inspections.   However,  the 
minutes  of  board  meetings  contain  no  indication  of  any  discussion  about 
inspections  made  by  board  members.   The  board's  assistant  administrator,  who 
is  in  direct  charge  of  the  board's  regular  inspection  function,  has  indicated 
that  the  board  members  have  not  reported  the  results  of  their  inspections  to 
him. 

Similar  questions  exist  as  to  several  of  the  in-state  trips  charged  to  the 
state  by  the  board's  administrative  personnel.   Numerous  trips  were  made  which 
included  stops  at  cities  where  the  board  employees  are  known  to  have  relatives. 
These  trips  paid  for  by  the  board  often  included  stays  in  these  cities  on 
Sundays,  Mondays  (day  that  state  stores  were  closed),  and  holidays.   Other 
instances  were  no^_G  where  travel  expenses  were  paid  to  employees  during  periods 
of  time  the  payroll  records  indicate  the  employees  were  on  vacation. 

All  these  points  combined  with  the  lack  of  available  information  as  to  the 
purpose  and  accomplishments  of  the  board  administration's  travel  tends  to  cast 
doubt  upon  the  validity  of  severp]  of  these  travel  payments.   We  believe  the 
board  members  and  administrative  employees  should  be  reimbursed  for  legitimate 
expenses  connected  with  travel  required  for  board  business.   We  further  believe, 
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however,  that  records  should  be  maintained  by  the  board  to  show  that  the  trips 
are  for  board  business. 

RECOMMENDATION 

We  recommend  that  the  board  re-evatuate  its   travel  expense  payment 
practices  and  establish  records  that  show  the  purpose  and  results 
of  trips   taken  by  its  administrative  personnel  and  the  board 
members . 

COLLECTION  OF  BEER  TAX  FROM  WHOLESALER 

During  the  1968-69  fiscal  year.  Section  4-324,  R.C.M.  1947,  provided  for 
the  levy  of  a  tax  of  $1.50  per  barrel  on  beer  imported  into  and  sold  in  Montana. 
The  tax  was  raised  to  $3  per  barrel  effective  July  1,  1969.   The  section 
further  provides  that  the  beer  wholesaler  pay  the  tax  to  the  board  at  the  end 
of  each  month  based  upon  the  amount  of  beer  sold  during  the  month. 

Other  sections  of  the  Montana  Beer  Act  provide  that  monthly  reports  be 
filed  with  the  board  by  out-of-state  breweries  reporting  the  quantity  of  beer 
shipped  into  Montana  and  the  wholesaler  to  whom  it  was  shipped.   It  is  further 
provided  that  monthly  reports  be  filed  with  the  board  by  licensed  wholesalers 
as  to  the  quantity  of  beer  received  and  sold  by  them. 

During  our  review  of  the  above  records,  we  noted  many  wholesalers  do  not 
file  correct  and  complete  reports  making  it  difficult  to  ascertain  the  correctness 
of  reports  filed  and  beer  tax  remitted. 

We  also  noted  that  the  board  has  not  inventoried  the  wholesalers'  warehouse 
nor  audited  their  records  in  order  to  insure  that  the  tax  was  being  properly 
paid.   This  could  be  remedied  if  the  tax  were  paid  directly  to  the  board  by 
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the  breweries  based  on  their  sales  and  shipments  to  the  wholesalers  in  the 
state.   Although  this  change  would  require  legislative  action,  it  is  our 
opinion  that  the  board  should  take  appropriate  action  to  initiate  the  change. 
Other  liquor  monopoly  states,  i.e.,  Michigan,  Washington,  and  Idaho  require 
the  breweries  to  pay  the  beer  tax  directly  to  the  respective  states. 

RECOMMEmATION 

We  recommend  that  the  board: 

1.  Require  wholesaler  beer  dealers  in  the  state   to  submit  their 
monthly  reports  in  the  proper  manner  prescribed  by   the  board 
until  a  change  can  be  initiated  to  provide  for  direct  payment 
of  the   taxes  by  breweries. 

2.  Request  the  state   legislature  to  amend  current  statutes   to 
provide   that  the  beer  tax  be  paid  to  the  board  directly  from 
out-of-state  breweries  based  on  quantities  shipped  into 
Montana. 

S.      Periodically  audit  the  records  of  the  beer  wholesalers  and 
inventory   their  merchandise  until  the  change  is  initiated. 

BEER  AND  LIQUOR  LICENSE  APPLICATIONS 

The  board,  during  the  1969  calendar  year,  processed  69  new  applications 
for  beer  or  liquor  licenses,  57  of  which  were  approved.   No  fee,  other  than 
the  license  fee,  is  presently  required  for  new  applications.   All  new  applicants 
must  be  investigated  by  board  personnel  at  varying  costs,  depending  on  the  time 
and  travel  required  by  the  inspector.   Similar  investigations  are  required 
when  a  license  is  transferred,  however,  a  $75  application  fee  is  charged  to 
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defray  the  cost  of  inspections  relating  to  new  applications.   Several  liquor 
monopoly  states  charge  such  a  fee, 

RECOMMENDATION 

We  reaonmend  that  the  board  consider  requiring  that  a  processing  fee 
be  charged  new  applicants  for  beer  and  liquor  licenses. 

CONTINGENT  REVOLVING  ACCOUNT 

Section  79-602,  R.C.M.  1947,  gives  the  state  controller  the  authority 
to  establish,  under  specific  regulations,  contingent  revolving  accounts  at 
state  agencies,  to  be  used  by  such  agencies  for  the  payment  of  demands 
requiring  immediate  cash  payment  and  the  establishment  of  cash  change  funds. 
The  statute  further  states  that  each  state  agency  granted  a  contingent 
revolving  account  shall  report  to  the  controller  monthly  all  transactions 
involving  these  accounts  with  proper  vouchers  supporting  each  payment.   The 
controller  may  cancel  such  authorizations  and  recall  such  funds  when  he 
deems  it  appropriate  to  do  so. 

In  1963,  the  administrator  of  the  board  requested  and  received  from  the 

state  controller,  permission  to  set  up  a  contingent  revolving  account  in  the 

amount  of  $100,000  to  be  used  as  follows: 

Incoming  freight  $  50,000 

Outgoing  freight  and  drayage  20,000 

Petty  cash  expenditures  made  by  state 
store  vendors  for  minor  purchases, 
postage,  etc.  10,000 

Beer  and  liquor  license  publication 
fees  and  refund  of  application  fees 
not  approved  by  board  10,000 

Minor  invoices,  etc.  10,000 

Total  $100,000 
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At  this  time  an  account  with  the  state  treasurer  known  as  the  "liquor 

control  board  trust  and  agency  account"  commenced  to  be  utilized  by  the 

board  as  the  contingent  revolving  account,  but  it  was  not  established  at 

the  $100,000  amount  approved  by  the  controller.   At  June  30,  1963,  the 

date  that  the  contingent  revolving  account  was  to  be  set  up,  the  balance 

of  the  account  was  as  follows: 

Balance  of  account  with  state 

treasurer  at  June  30,  1963  $89,602 

Less:   Amounts  deposited  as  a  beer 

and  liquor  license  clearing  account  - 

not  paid  from  account  at  June  30,  1963  1,174 

Total  $88,428 

Add:   Petty  cash  funds  of  store  vendors 

established  prior  to  June  30,  1963  4,905 

Balance  of  contingent  revolving  account 

at  June  30,  1963  $93,333 

Since  June  30,  1963,  the  contingent  revolving  account  has  been  used 
for  establishing  petty  cash  funds  and  as  a  beer  and  liquor  license  clearing 
account. 

As  applications  for  new  beer  and  liquor  licenses  or  transfers  of  existing 
licenses  arrives  at  the  board  with  a  check  attached,  the  money  is  deposited 
into  the  contingent  revolving  account.   Subsequent  to  the  approval  of  the 
transfer  or  issuance  of  a  new  license,  the  money  is  transferred  to  the  revolving 
fund,  and  upon  a  distribution  of  profit,  to  the  general  fund.   Refunds  are  made 
to  applicants  for  new  licenses  for  which  the  applications  are  not  approved. 

Freight  charges  and  minor  invoices  are  not  paid  from  the  account.   Incoming 
freight  charges  have  been  paid  from  the  board's  revolving  fund  and  outgoing 
freight  directly  from  the  board's  appropriation  in  the  earmarked  revenue  fund. 
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The  account  has  remained  at  substantially  the  same  level  since  1963  and 
there  have  been  no  reimbursements  to  the  account.   The  account  is  not  operated 
on  the  imprest  basis  as  was  the  purpose  for  which  it  was  created  and  in  substance, 
is  not  used  at  all  for  its  established  purpose,  except  for  establishing  new 
petty  cash  funds  with  vendors.   In  excess  of  $90,000  of  state  funds  lies  dormant 

in  this  account. 

The  state  controller's  regulations  for  use  of  Contingent  revolving  accounts. 
Section  VII-B-3,  prohibit  using  the  fund  as  a  depository  or  clearing  account 
for  other  funds.   The  use  of  the  fund  as  a  beer  and  liquor  license  clearing 
account,  therefore,  is  contrary  to  the  controller's  regulations. 

The  contingent  revolving  account  report  for  the  month  ending  June  30,  1969 
includes  a  reconciliation  of  the  board's  records  with  the  state  treasurer's 
account.   This  reconciliation  shows  that  a  considerable  number  of  checks  are 
still  outstanding  and  have  not  been  cancelled  as  follows: 

Checks  Dated  No.  of  Checks  Amount 

Prior  to  1963 
1963 
1964 
1966 
1967 
1968 
1969 

Totals 


7 

$   724.50 

6 

1,075.00 

9 

207.96 

4 

133.38 

1 

15.40 

4 

19.52 

31 

2,900.64 

62 

$5,076.40 
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RECOMMENDATION 

We  recommend  that  the  board: 

1.  Transfer   the  approximate  ^90,000  balance  of  its  contingent 
revolving  account,    consisting  of  other  than  uncleared 
license  deposits,    to  the  state  general  fund. 

2.  Submit  a  request  to   the  state  controller  for  the  estab- 
lishment of  a  clearing  account  within  the  state  treasury 
system  to  be  used  as  a  depository  for  beer  and  liquor 
license  fees  pending  their  clearance  by   the  hoard. 

3.  Upon  the  approval  of  license  transfers  or  new   license 
issues,    transfer  the   license  fees  directly   to  the  general 
fund. 

4.  Request  the  state  treasurer  to  cancel  the  outstanding 
checks  drawn  upon  the  board's  contingent  revolving 
account  that  are  over  one  year  old  and  transfer  such 
amounts  to  the  general  fund. 

6.      Continue  to  have   the  remainder  of  the  outstanding 

checks  cancelled  upon  their  becoming  one  year  old  and 
deposit  the  proceeds   to  the  general  fund. 

DISTRIBUTION  OF  REVENUE 

As  shown  by  Exhibit  B,  $7,357,392  was  transferred  during  the  1968-69 
fiscal  year  from  the  board's  revolving  fund  account  to  the  state  general 
fund.   These  transfers  consist  of  $3,607,392  in  state  excise  taxes  on  liquor 
sold  and  other  miscellaneous  income  which  are  transferred  monthly  and  $3,750,000 
representing  transfers  of  profit  on  liquor  sales  which  were  made  periodically 
throughout  the  fiscal  year.   Wholesale  beer  dealer  taxes,  brewery  taxes,  and 
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most  license  fees  are  deposited  directly  to  the  general  fund  by  the  board. 
These  direct  deposits  totaled  $1,643,745  during  1968-69.   Transfers  totaling 
$2,800,000  were  transferred  on  a  monthly  basis  to  the  board's  account  in  the 
earmarked  revenue  fund  for  payment  of  the  board's  operating  expenses.   County 
license  tax  fees  totaling  $901,848  were  distributed  to  local  governments  on 
a  quarterly  basis. 

Liquor  Profit  Distribution 

There  is  no  systematic  method  used  for  determining  the  amounts  of  the 
periodic  transfers  to  the  general  fund  of  profits  on  the  board's  operations. 
The  average  month  end  balance  of  the  board's  revolving  fund  account  during 
1968-69  was  $828,388.   The  net  profit  for  the  first  three  months  of  the 
fiscal  year  totaled  $888,396,  yet  no  distribution  of  profit  was  made  until 
September  1968  when  $250,000  was  distributed.   In  December  1968,  the  board 
distributed  $1,500,000  to  the  general  fund  yet  the  net  income  for  that  month 
was  only  $668,365,  which  is  indicative  that  the  balance  of  $831,635  could 
have  been  distributed  in  prior  months. 

Since  profit  from  liquor  sales  is  a  significant  source  of  revenue  to  the 
state  general  fund,  we  believe  it  is  important  that  this  revenue  be  deposited 
to  the  general  fund  as  soon  as  possible. 

RECOMMENDATION 

We  recommend  that  the  board  establish  a  systematic  method  of  determining 
the  profit  on   liquor  sales  available  for  transfer  and  transfer  such 
amounts   to  the  state  general  fund  on  a  regular  and  continuous  basis. 
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Distribution  of  4%  County  License  Tax 

Section  4-240,  R.C.M.  1947,  provides  that  the  board  charge  a  license 
tax  of  4  percent  on  the  retail  selling  price  of  all  liquor  sold.   It  is 
further  provided  that  the  license  tax  collections  be  apportioned  quarterly 
to  the  county  treasurers  according  to  the  amount  of  liquoir  sold  in  each 
county  and/or  according  to  the  location  of  the  premises  of  the  tavern  for 
the  sales  made  to  retail  liquor  licensees. 

Currently  this  tax  information  is  accumulated  on  the  board's  electronic 
computer.   The  resulting  printout  of  the  tax  due  to  each  county  and  city 
is  copied  into  a  hand-posted  ledger,  by  county,  total  sales,  and  tax  due. 
A  hand-prepared  listing  of  amounts  due  to  each  county  is  attached  to  the  claim 
submitted  for  payment  of  the  tax  due.   The  warrants  payable  to  the  local 
government  units  are  returned  to  the  board  where  a  form  letter  is  filled  out 
showing  the  distribution  to  each  city  in  the  county  and  the  amount  to  be 
retained  by  the  county.   The  warrants  and  tax  forms  are  then  mailed  to  each 
county  treasurer.   Another  form  letter  is  filled  out  listing  sales  and  county 
license  tax  collections  for  each, store  in  the  county.   This  form  is  mailed 
to  county  newspapers  for  publicity  purposes. 

This  manual  recording  and  report  preparation  system  is  a  timeconsuming 
process  that  could  be  handled  on  the  board's  data  processing  equipment. 

RECOMMENDATION 

We  recommend  that  the  board: 

I.     Revise  its  data  processing  programs   to  provide  for  additional 
printouts  and  reports  of  county   license   tax  information  by 
individual  county   to  replace  the  manually  maintained  records 
and  prepared  reports. 
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2,     Discontinue  recording  the  computer  prepared  printout 

information  in  a   ledger  as   it  is  a  duplication  of  effort 
and  serV:'^  no  useful  purpose. 


FIXED  ASSETS 


The  nature  of  the  board's  operation  is  unlike  that  of  most  state  agencies 
in  that  the  state's  liquor  monopoly  is  an  enterprise  operation  in  which  one 
objective  is  for  the  operation  to  produce  a  profit  for  the  benefit  of  the  state. 
In  order  to  determine  the  board's  profit,  the  cost  of  its  fixed  assets  (building, 
improvements,  equipment,  etc.)  must  be  charged  to  operations  over  the  useful 
life  of  the  asset  (depreciated)  instead  of  the  full  cost  being  charged  off  as 
an  expense  during  the  year  of  purchase.   This  accounting  principle  is  widely 
accepted  as  the  way  to  properly  account  for  the  cost  of  fixed  assets  in  a 
business  or  enterprise  operation. . 

The  board  utilized  this  method  of  accounting  for  its  fixed  assets.   However, 
several  deficiencies  were  noted  in  the  board's  accounting  procedures  for  fixed 
assets  that  have  resulted  in  inaccurate  reporting  and  control  over  these  assets. 
Our  comments  and  recommendations  for  correction  of  these  deficiencies  follow. 
Fixed  Asset  Ledgers 

Accounting  for  fixed  assets  is  currently  handled  by  the  use  of  the  following 
ledgers  which  are  maintained  manually: 

1.  General  ledger  control  accounts  for  the  classifications  of 
furniture  and  fixtures,  office  equipment,  and  building. 

2.  Subsidiary  ledger  listing  above  classifications  and  kept  in 
detail  by  location. 

3.  Individual  store  ledger  cards,  filed  by  store,  using  the  above 

classifications  and  prepared  by  use  of  an  electronic  posting 

machine. 
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4.  Property  cards,  filed  in  store  order,  using  the  above  classifications 
and  setting  forth  the  necessary  detail  to  identify  the  asset. 

5.  Another  set  of  property  cards,  filed  by  store,  but  listing  only 
the  identification  number  assigned  to  each  asset. 

During  cur  review  of  these  fixed  asset  ledgers  and  supporting  records, 
we  noted  various  types  of  errors  relating  to  asset  description,  identification, 
and  cost  as  follows: 

1.  Assets  with  the  same  identification  number. 

2.  Assets  listed  on  property  cards  without  identification  numbers. 

3.  Assets  listed  on  property  cards  with  identification  numbers 
but  without  descriptions  or  cost. 

4.  Assets  included  on  physical  inventory  sheets  not  recorded  on 
property  cards  and,  conversely,  assets  listed  on  property 
cards  not  on  physical  inventory  sheets. 

We  believe  the  board  should  convert  the  present  fixed  asset  accounting 
system  to  a  completely  automated  system.   The  conversion  to  fully  automated' 
records,  in  our  opinion,  is  warranted  by  the  volume  of  the  fixed  as'^et  accounts. 
Maintaining  fully  automated  records  would  help  to  alleviate  many  of  L'.   ,  urrent 
deficiencies  in  the  system. 

RECOMMENDATION 

We  recommend  that  the  hoard: 

1.  Convert  its  fixed  asset  records   to  a  fully  automated  system. 

2.  Make  a  complete  pnysiczZ  inventory  of  all  board  fixed  assets 
and  assign  identification  numbers  and  tags   to  those  assets  which 
do  not  already  have  them. 
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3.  Adjust  the  aaaounting  records  to  agree  with  the  physical  inventory 
documenting  and  obtaining  proper  approvals  of  any  writeoffs 
required. 

4.  Adjust  the  control  accounts   to  reflect  the  proper  cost,   accumulated 
depreciation,   and  book  value  of  all  fixed  assets. 

Depreciatiou 

Depreciation  on  fixed  assets  is  computed  by  the  staright-line  method 
and  all  assets,  except  building,  are  depreciated  over  a  period  of  three  or 
five  years  even  though  many  of  these  assets,  such  as  shelving  and  counters 
in  stores,  adding  machines,  hand  trucks,  and  store  signs  have  a  useful  life 
of  a  much  longer  period. 

Salvage  values  of  fixed  assets  are  not  considered  in  determining  the 
asset  value  to  be  depreciated.   Excessive  depreciation  charges  result  when 
salvage  value  is  not  considered. 

Depreciation  calculations  are  presently  done  manually.   These  calculations 
involve  a  large  volume  of  repetitive  calculations  that  take  a  substantial 
amount  of  time.   These  calculations  would  be  a  natural  computer  application 
that  could  be  included  in  a  comprehensive  computer  application  of  fixed  assets. 

RECOMMENDATION 

We  recommend  that: 

1.  Detail  depreciation  calculations  be  converted  from  the  present 
manual  operation  to  a  data  processing  application. 

2.  The  period  of  time  over  which  aseets  are  depreciated  be 
reviewed  and  a  more  realistic  depreciable   life  be  assigned 
to  fixed  assets. 


3.      Salvage  values  be  considered  in  determining  depreciable  cost 
of  fixed  assets. 

Capitalization  of  Fixed  Assets 

Several  minor  items  are  capitalized  by  the  board  that  we  consider  too 
insignificant  to  clutter  the  records  and  take  the  time  to  account  for.   Examples 
include:   $4  stool,  $5  basket  stands,  $8  sand  urns,  and  $13  floor  pads. 

Certain  expenditures  that  should  be  capitalized  as  fixed  assets  are  not. 
Expenditures  for  fixed  assets  which  are  to  be  capitalized  should  include  all 
necessary  and  proper  costs  required  to  place  the  asset  in  operable  condition. 
When  remodeling  a  store  the  architects  fees  are  a  necessary  cost  and  identifiable 
with  the  remodeling,  as  are  the  costs  of  the  cabinets,  shelving,  and  the  labor 
necessary  to  install  these  items.   As  an  example  when  one  store  was  remodeled, 
the  amount  of  $2,525  was  capitalized  as  fixed  assets  (shelving  and  cabinets) 
and  the  $470  architect's  fee  which  should  have  been  capitalized  was  charged 
to  expense  as  "professional  fees." 

During  1968,  the  city  of  Helena  installed  curbs  and  gutters  and  blacktopped 
Front  Street  which  runs  alongside  the  board's  warehouse.   The  assessment  to  the 
board  for  this  project  was  paid  in  November  1968,  and  changed  as  an  expense  to 
"repairs  and  maintenance"  in  the  amount  of  $4,434.   This  outlay  represents  a 
betterment  to  the  board's  property  and  should  be  capitalized. 

The  40th  Legislative  Assembly  appropriated  $10,000  to  the  board  for 
preplanning  costs  of  a  new  warehouse  and  administration  building.   During  the 
1967-68  fiscal  year,  $155  was  expended  from  this  appropriation  and  charged  on 
the  board's  records  as  "travel  expense."   During  the  1968-69  fiscal  year, 
$9,845  was  expended  and  charged  on  the  board's  records  to  "repairs  and 
maintenance."   These  outlays  totaling  $10,000  should  have  been  capitalized. 
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During  the  1968-69  fiscal  year,  additional  expenses  in  connection  with 
the  preplanning  process  were  incurred  in  the  amount  of  $2,203  which  as  of  the 
date  of  this  report  have  not  been  paid,  and  which  cannot  be  paid  as  the  amount 
appropriated  has  been  expended.   This  indicates  a  lack  of  good  planning. 

RECOMMENDATION 

We  reoommend  that  the  hoard: 

1.  Establish  a  minimum  dollar  value  of  equiTpment  and  other  items 
for  determination  of  capitalization  or  expense. 

2.  Capitalize  all  costs  involved  in  putting  new  fixtures  or 
other  capital  items  into  operable  condition. 

Z.      Capitalize  all  costs  of  significant  improvements   to  the  board's 

property . 
4.     Limit  contract  awards   to  the  amounts  appropriated  by   the 

legislature . 

General  Ledger  Accounts 

As  discussed  above,  the  board  maintains  general  ledger  control  accounts 
for  the  classifications  building,  office  equipment,  and  furniture  and  fixtures. 
These  accounts  are  maintained  on  a  net  book  value  basis  which  means  that  when 
depreciation  is  recorded,  it  is  credited  (deducted)  directly  to  the  fixed  asset 
accounts.   As  a  result,  financial  statements  prepared  from  the  general  ledger 
show  only  the  net  book  value  as  opposed  to  the  more  informative  gross  (cost) 
value,  less  accumulated  depreciation,  and  resulting  net  book  value.   The 
following  information  derived  from  the  board's  detail  records  serves  to 
illustrate: 
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Building  (cost)  $221,720 

Less  Accumulated  Depreciation  163,326 

Net  Book  Value  $  58,394 

We  believe  the  board's  general  ledger  accounts  for  fixed  assets  should  be  expanded 
to  include  an  account  for  the  cost  of  the  asset  classification  and  the  related 
accumulated  depreciation  accounts. 

RECOMMENDATION 

We  recommend  that  the  board  expand  its  general   ledger  fixed  assets 

accounts   to  include  accounts  for  the  gross  value  of  the  assets  and 

accumulated  depreciation  accounts. 

Sale  of  Fixed  Assets 

Current  board  accounting  procedures  provide  that  the  amount  of  the  proceeds 
received  from  the  sale  of  fixed  assets  be  credited  to  the  fixed  asset  account. 
This  is  not  the  correct  accounting  treatment  for  such  sales. 

The  following  is  an  example  of  the  result  of  this  method  of  recording  the 
sale.   During  the  1968  fiscal  year,  asset  sales  from  one  store  resulted  in  the 
receipt  of  $200.   This  amount  was  posted  as  a  credit  to  the  "furniture  and 
fixtures"  account  and  to  the  subsidiary  store  ledger.   The  result  is  that  the 
book  value  of  the  asset  account  for  that  store  has  a  minus  balance  of  $137.22, 
but  in  actuality,  the  balance  should  be  a  plus  of  $62.78. 

The  book  value  of  an  asset  must  be  written  off  the  records  when  it  is 
disposed  of  in  order  for  the  accounts  to  accurately  reflect  the  book  value  of 
the  assets  that  remain.   If  the  asset  is  sold  for  less  than  the  book  value,  a 
loss  should  be  recognized  in  the  accounts  and  a  gain  would  be  recognized  if 
the  asset  was  sold  for  more  than  the  book  value. 
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Example 

Asset  A  -  Cost  6  tqq 

Accumulated  depreciation  40o 

Net  book  value  ^  2.00 

Sold  for  $60,  resulting  in  book  loss  of  $40. 
Required  accounting  entry: 

Debit  -  Cash  g   ^q 

Debit  -  Accumulated  Depreciation  400 

Debit  -  Loss  on  Sale  of  Fixed  Assets  40 

Credit  -  Fixed  Assets  t  500 

Section  82-1914,  R.C.M.  1947,  gives  the  state  controller  the  exclusive 
power  to  sell,  authorize  the  sale,  or  otherwise  dispose  of  all  equipment  or 
other  personal  property  owned  by  the  state  but  not  needed  by  a   state  agency. 
The  board's  records  did  not  indicate  that  the  controller's  approval  was 
obtained  for  these  sales  of  fixed  assets. 

RECOMMEWATION 

We  veoormend  that  the  hoard: 

1.  Revise  its  accounting  procedures  for  recording  the  disposition 
of  fixed  assets  to  reduce  the  accounts  by  the  book  value  of 

the  asset  and  recognize  the  gain  or  loss  realized  on  the  asset's 
disposition. 

2.  Inquire  of  the  state  controller  as  to  the  proper  procedure  to 
be  followed  when  disposing  of  the  board's  fixed  assets. 
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Use  of  Board  Automobile 

The  board  purchased  a  new  1969  automobile  on  July  17,  1969,  to  be  used  by 
personnel  of  the  central  office  when  conducting  state  business.   As  of 
November  24,  1969,  a  period  of  four  months  after  delivery,  this  vehicle  had 
been  driven  only  98  miles. 

The  automobile  previously  used  was  a  1962  model  which  was  sold  to  another 
state  agency  after  the  board  purchased  the  new  car.   During  the  period  the 
board  used  the  1962  model  automobile,  it  was  driven  19,000  miles,  of  which 
1,875  miles  were  driven  during  the  1968-69  fiscal  year.   Central  office 
personnel  who  were  authorized  to  use  state  vehicles  were  reimbursed  $1,094  (9C 
per  mile)  for  driving  their  own  motor  vehicles  while  on  state  business  during 
1968-69.   This  illustrates  a  very  poor  utilization  of  the  board's  automobiles. 

EECOMMEWATION 

We  reaommend  that  the  hoard  require  its  employees  to  use  the  hoard 

automobile  when  it  is  available  while  traveling  on  hoard  business 

in  place  of  their  private  automobiles . 

Mileage  Allowances  Versus  State-Owned  Cars 

The  board  presently  employs  six  store  examiners  and  nine  liquor  inspectord 
whose  duties  require  extensive  traveling.   The  present  procedure  is  to  require 
these  inspectors  and  examiners  to  use  their  personal  automobiles  and  reimburse 
them  for  miles  traveled  on  official  business  at  the  rate  of  9c  per  mile. 

During  the  1969  calendar  year,  travel  expense  claims  show  328,575  miles 
driven  by  board  examiners  and  inspectors.   An  analysis  of  the  examiners  and 
inspectors'  travel  claims  shows  that  14  of  these  employees  traveled  an  average 
of  22,206  miles  each.   Because  of  the  substantial  mileage  incurred,  we  believe 
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the  board  should  consider  the  use  of  state-owned  vehicles  for  board  employees 
who  travel  extensively. 

Our  review  of  this  area  shows  that  other  agencies  utilize  various  "rule 
of  thumb"  procedures  in  determining  whether  there  would  be  cost  savings  in 
using  state-owned  automobiles  instead  of  reimbursing  traveling  employees  for 
the  use  of  their  personal  automobiles.   The  method  utilized  by  one  agency  was 
that  when  a  traveler  exceeds  15,000  miles  a  year  on  official  business  in  his 
personal  automobile,  it  would  be  less  costly  to  furnish  that  traveler  with 
a  state-owned  vehicle.   This  criteria  is  basically  met  by  lA  of  the  board's 
examiners  and  inspectors. 

Based  on  discussions  with  personnel  of  other  state  agencies,  the  costs  and 

potential  cost  savings  of  purchasing  and  maintaining  a  fleet  of  14  automobiles 

for  the  board  would  be  as  follows: 

Mileage  reimbursed  for  the  period  1-1-69  thru  12-31-69 

applicable  to  the  14  traveling  employees  $27,979 

Purchase  costs  of  14  automobiles  (3  $2,135  each   $29,890 

Average  trade-in  value  after  2  years  @  $600  each   8,400 

Depreciation  cost  -  2  year  period  $21,490 

Annual  depreciation  cost  $10,745 

Maintenance  costs  -  including  gasoline,  oil, 

tires,  and  repairs  -  all  included  at  4(;  per  mile 

Mileage  traveled  1-1-69  thru  12-31-69   310,881 

by  14  regular  travelers  x  .04   12,435 

Liability  Insurance  costs 

$50  per  annum  per  vehicle  700 

Costs  of  utilizing  state-owned  vehicles  23,880 

Potential  annual  cost  savings  of  utilizing 

state-owned  vehicles  $  4,099 
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RECOMMENDATION 

We  recommend  that  the  board  evaluate   the  advantages  of  maintaining 
a  fleet  operation  of  automobiles  as  opposed  to  reimbursing  traveling 
employees  for  mileage   traveled  in  privately -owned  automobiles. 

BUDGET  PROGRAMS 

The  budget  programs  as  set  forth  by  the  board  to  the  legislature  in  the 
Executive  Budget  and  as  accounted  for  by  the  state  controller's  office  consist 
of  administration,  warehouse,  and  liquor  stores.   We  do  not  believe  these 
classifications  are  extensive  enough  to  provide  the  basis  for  an  informative 
evaluation  of  the  board's  operations. 

The  board's  administration  "program"  includes  such  activities  as  merchandise 
purchasing,  distribution,  traffic  management,  accounting,  data  processing, 
licensing,  and  enforcement.   These  functions  involve  more  than  an  administrative 
service.   The  warehouse  "program"  consists  of  the  central  warehouse  activities 
which  involve  the  receiving,  storage,  and  docking  for  shipment  of  merchandise. 

We  believe  that  the  present  program  and  accounting  classifications  are 
inadequate  to  properly  account  for  the  board's  operating  expenses  by  program 
and  activity  and  that  the  budget  programs  should  be  expanded  to  include,  but 
not  limited  to,  administration,  purchasing,  accounting  and  auditing,  data 
processing,  licensing,  inspection,  warehouse  and  traffic,  and  stores. 

RECOMMENDATION 

We  recommend  that: 

I.      The  board  restructure  its  present  program  and  accounting  system 
to  be  centered  around  board  functions  and  specific  activities 
^n  order  that  the  operating  expenses  may  be  properly  accounted 


-128- 


foT  and  that  there  may  be  a  more  informative  evaluation 
of  the  board's  operations. 
2.      Expenditures  comprising  cost  of  sales  be  shown  separately 
in  the  program  classification  reports. 

OTHER  EXPENSES  AND  ACCOUNTING  MATTERS 

Reconciliation  with  State  Controller's  Reports 

The  board  has  established  no  formal  procedures  for  reconciling 
revenues  and  expenditures  as  recorded  on  the  board's  records  to  the 
board's  transactions  as  reported  by  the  state  controller,  nor  has  the 
board  always  given  proper  consideration  to  the  moneys  appropriated  by 
law  when  they  expend  funds.   For  example,  under  our  discussion  of  travel 
expense  and  fixed  assets  in  this  report,  we  pointed  out  that  the  expendi- 
tures for  out-of-state  travel  for  board  members  and  the  administrator  and 
for  the  warehouse  preplanning  exceeded  the  appropriations. 

We  believe  that  it  is  necessary  to  maintain  proper  control  over  all 
revenues,  expenditures,  and  appropriations  to  insure  the  maintenance  of 
accurate  records  and  keep  expenditure  levels  within  authorized  limits  and 
that  this  can  only  be  done  when  the  board  gives  due  consideration  to  the 
controller's  reports  and  reconcile  these  reports  to  the  board's  records. 

EECOMMENDATIOm 

We  recommend  that  the  board: 

1.     Reconcile   transactions  as  shown  on  the  board's  records 

to  the  transactions  shown  on  the  state  controller' s  reports 
on  a  monthly  basis  and  retain  these  reconciliations  as  part 
of  the  regular  accounting  records. 
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2.      Utilize   the  state  aontroller's  reports  of  unexpended 
balances  in  each  appropriation  to  prevent  expenditures 
from  exceeding  the  hoard's  appropriations. 

Recording  of  Accounts  Payable 

The  board's  present  system  of  accounting  for  merchandise  purchases 
involves  the  maintenance  of  unnecessary  records  that  take  considerable 
time. 

An  accounts  payable  subsidiary  ledger  is  maintained.   The  entries 
for  the  purchase  and  payment  for  merchandise  are  both  made  at  the  time 
the  claim  for  payment  is  prepared.   The  account,  therefore,  always  reflects 
a  zero  balance  which  serves  no  useful  purpose. 

There  is  also  an  individual  card  maintained  for  each  supplier.   All 
payments  made  to  the  various  suppliers  during  the  year  are  recorded  on 
these  cards  by  claim  number,  date  of  payment,  invoice  number,  and  amount. 
This  same  information  is  available  on  remittance  advice  forms  that  are 
currently  prepared.   Filing  these  remittance  advice  forms  in  supplier 
order  would  provide  the  same  information  as  is  on  the  cards  and  eliminate 
the  need  to  maintain  the  card  file. 

RECOMMENDATION 

We  recommend  that  the  board  eliminate  maintenance  of  the: 

1.  Accounts  payable  subsidiary   ledger. 

2.  Card  file  of  payments   to  merchandise  suppliers. 

Distribution  of  Warrants  for  Rental  Payments 

It  has  been  established  that  where  possible  warrants  issued  by  the 
state  should  be  distributed  directly  by  the  state  auditor's  office  rather 
than  sent  back  to  agencies  for  distribution.   During  our  review,  we 
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identified  two  types  of  such  warrants  which  at  the  request  of  the  board 
were  being  returned  to  the  board  for  distribution.  These  warrants  were 
for  the  payments  of  liquor  merchandise  and  vendor  store  rentals. 

We  were  advised  that  as  of  January  1970,  warrants  in  payment  of 
merchandise  were  being  distributed  by  the  state  auditor's  office.   Warrants 
in  payment  of  rentals  were  still  being  returned  to  the  board  for  distri- 
bution. 

RECOMMENDATION 

We  reaormend  that  warrants  in  payment  of  store  rentals  be  distributed 
direatly  by   the  state  auditor's  office. 

Duplication  of  Effort 

Among  the  various  reports  prepared  by  the  board's  data  processing 
section  at  the  end  of  each  month  are  two  reports  which  are  referred  to  as 
"Store  Balances"  and  "Daily  Sales  Totals  and  Store  Adjustments."   These 
two  reports  present  detail  sales,  suspense,  over  and  short,  and  miscel- 
laneous account  balances  for  every  store  at  the  end  of  each  month.   We 
noted  that  the  information  presented  on  these  reports  is  extracted  each 
month  and  manually  entered  on  a  journal  voucher  or  cash  receipts  record. 
The  journal  vouchers  are  then  posted  to  a  voucher  register  which,  along 
with  the  data  on  the  cash  receipts  record,  is  eventually  posted  to  the 
general  ledger. 

In  view  of  the  fact  that  the  data  processing  reports  reflect  the 
same  information  which  is  manually  entered  on  the  cash  receipts  record 
or  journal  vouchers,  we  believe  continued  maintenance  of  these  records 
is  unnecessary. 

We  also  noted  the  board  maintains  a  ledger  for  recording  beer  taxes 
received  from  wholesalers  each  month.   As  this  ledger  is  seldom  used  and 
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the  same  information  is  readily  available  in  each  wholesaler's  file,  we 
believe  the  ledger  for  recording  beer  taxes  should  be  eliminated. 

RECOMMENDATION 

We  recommend  that  the  board: 

1.  Discontinue   the  preparation  of  the  manually  produced 
records   that  duplicate  records  prepared  by   the  data 
processing  section. 

2.  Eliminate   the   ledger  used  to  record  beer  tax. 

Consolidation  of  Claims 

During  our  review  of  expenditures,  we  noted  additional  savings  could 
be  obtained  through  the  consolidation  of  claims  for  rental  payments.   The 
board  pays  monthly  rent  on  128  stores  and  a  separate  claim  is  processed 
each  month  for  each  of  the  128  payments.   Although  separate  warrants 
must  be  issued  because  the  rent  is  paid  to  different  payees,  the  board 
can  consolidate  the  128  monthly  payments  and  issue  only  one  monthly 
claim  which  would  result  in  a  cost  savings. 

During  our  review  of  the  expenditures  incurred  by  the  board,  we  noted 
that  separate  freight  claims  were  being  processed  on  the  same  day  for  the 
same  payee.   The  board  was  consolidating  a  number  of  invoices  on  each 
claim  but  we  believe  that  they  can  still  improve  in  this  area.   For  example, 
we  examined  the  claims  paid  one  railroad  company  for  a  year  and  found 
that  the  board  issued  286  separate  claims  on  85  different  days.   If  the 
freight  claims  were  consolidated  at  least  on  a  daily  basis,  201  less  claims 
would  have  been  submitted  and  201  less  warrants  would  have  been  issued  to 
this  single  company.   The  board  also  pays  about  the  same  number  of  claims 
to  another  railroad  company.   We  believe  that  sufficient  savings  to  the 
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state  could  be  realized  to  justify  the  board  establishing  a  system  whereby 
freight  billings  are  consolidated  on  a  much  less  frequent  basis,  possibly 
weekly  or  bi-weekly. 

Our  analysis  of  transactions  in  the  board's  Light-Water-Fuel  and 
Telephone  &  Telegraph  accounts  showed  that  numerous  claims  are  prepared 
and  warrants  issued  for  utility  services  at  various  stores  throughout 
the  state.   In  a  test  month,  for  example,  wc  found  that  individual  claims 
were  prepared  and  warrants  issued  for  119  utility  bills  which  originated 
from  15  utility  companies.   If  these  utility  bills  had  been  consolidated 
by  utility  company  and  paid  periodically,  only  about  15  claims  and  warrants 
would  have  been  necessary  with  a  resulting  cost  savings.   We  believe  the 
board  should  consolidate  utility  bills  and  claims  by  utility  company, 
thereby  permitting  fewer  warrants  to  be  issued.   In  addition,  we  believe 
the  state  controller  should  examine  the  feasibility  of  consolidating  claims 
for  services  rendered  to  all  state  agencies  by  common  sources,  such  as 
utility  companies,  with  the  intent  of  reducing  the  quantity  of  warrants 
issued. 

RECOMMENDATION 

We  veaommend  that: 

1.  The  board  consolidate  on  one  monthly  claim  the   lease 
rental  fees  payable  to  the  various  store   lessors. 

2,  The  board  consolidate  the  claims  for  each  payee  at  least 
on  a  daily  basis  and  consider  combining  several  days' 
billings  into  single  claims. 

Z.      The  board  aonaolidate  utility  bills  and  claims  by  utility 
company  prior  to  submitting  them  for  payment. 

4.      The  state  controller  examine  the  feasibility  of  consolidating 

claims  among  state  agencies  for  services  originating  from 
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Purchase  Order  Limitations 

During  the  period  covered  by  our  audit,  state  purchasing  procedures 
required  that,  with  certain  exceptions,  all  purchases  exceeding  $50  were 
to  be  covered  by  purchase  orders.   The  procedures  specified  that  potential 
purphases  over  $50  be  submitted  to  the  State  Department  of  Administration, 
Purchasing  Division,  where  purchase  orders  are  prepared  and  distributed 
to  vendors.   Beginning  January  1,  1970,  the  limit  has  been  raised  to  $100. 

Our  review  of  claims  prepared  by  the  board  disclosed  several  instances 
where  purchases  exceeding  $50  were  made  without  purchase  orders.   Among 
these  exceptions  were  five  purchases  of  furniture  during  1966  totaling 
$723  for  liquor  stores  from  a  firm  owned  and  operated  by  a  member  of  the 
board. 

The  intent  of  a  centralized  procurement  activity  is  to  establish  a 
control  point  for  significant  purchases  within  the  state  and  to  provide 
assurance  of  fair  and  reasonable  prices.   As  a  result,  we  believe  maximum 
compliance  with  the  Department  of  Administration  purchasing  procedures 
would  be  in  the  best  interest  of  the  state  and  should  be  viewed  as  man- 
datory by  the  board. 

RECOIMENDATION 

We  Teoommend  that  the  hoard  establish  the  necessary  procedures 
to  ensure   that  all  procurements  are  made  in  compliance  with 
purchasing  procedures  established  by  the  State  Department  of 
Administration. 

Ggntrol  over  Postage 

The  board  has  a  postage  meter  that  it  utilizes  for  outgoing  mail. 
The  key  to  the  postage  meter  is  left  in  a  drawer  under  the  postage  meter 
where  it  is  easily  accessible.   The  key  to  the  postage  meter  should  be 
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basically  under  the  control  of  one  employee  to  better  insure  proper  use 
of  the  machine. 

One  postmaster  in  Montana  expressed  a  written  complaint  that  a 
representative  of  the  board  "is  mailing  1st  class  or  airmail  with 
apparently  a  Helena  meter  impression  in  violation  of  the  PM"  (Postage 
Manual).   The  complaint  arose  because  the  stamps  from  the  postal  meter 
on  envelopes  being  mailed  by  the  individual  were  blank  as  to  location 
and  date.   The  board's  postage  meter  has  a  receder  that  permits  the 
stamp  to  be  imprinted  without  recording  the  location  or  date.   The 
example  provided  by  the  postmaster  was  an  envelope  addressed  to  a  city 
in  Mexico  which  would  appear  to  have  been  used  for  a  purpose  unrelated 
to  board  business. 

In  addition  to  the  postage  meter,  the  board  purchases  stamps 
($136  worth  in  19^8-69).   These  stamps  are  sold  to  employees  of  the 
board  for  their  convenience  which  we  believe  to  be  a  poor  practice 
for  a  state  agency.   The  board's  need  for  stamps  should  be  quite  limited 
because  the  board  has  a  postage  meter. 

RECOMMENDATION 

We  reaommend  that  the  board  tighten  its  aontrol  over  postage 
by  putting  the  key  to  the  postage  meter  in  the  custody  of  one 
employee y    imprinting  stamps  by   the  postage  meter  in  accordance 
with  postal  regulations^    and  purchasing  stamps  only  to  the 
extent  that  board  business  requires  their  use. 

Storage  and  Retention  of  Accounting  Records 

The  board  has  in  its  office  a  large  walk-in  safe  which  is  utilized 
for  the  storage  of  accounting  records.   We  found  records  in  the  safe  that 
date  back  to  the  time  the  board  was  established.   Even  though  the  safe 
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contains  records  going  back  over  thirty  years,  sales  reports  and  other 
information  pertaining  to  the  current  year's  operations  are  stored  in 
the  basement  of  the  warehouse.   Some  of  the  board's  copies  of  purchase 
orders  for  1968-69  could  not  be  located  and  appeared  to  have  been  dis- 
posed of. 

RECOMMENDATION 

We  recommend  that: 

1.  The  board's  walk-in  safe  he  utilized  for  the  storage 
of  the  most  recent  year's  records  to  the  extent  that 
space  is  available. 

2.  All  basic  accounting  records  and  current  supporting 
documents  be  retained  until  audited. 

Accounting  for  Prepaid  Expenses 

The  board  prepays  various  expenses  such  as  supplies  and  insurance. 
Under  the  present  accounting  procedures,  all  purchases  of  supplies  or 
payments  of  insurance  premiums  are  charged  to  prepaid  expense  accounts 
in  the  general  ledger.   For  operating  statement  purposes,  the  monthly 
expense  for  supplies  is  determined  by  a  monthly  physical  inventory  of 
supplies  and  insurance  premiums  are  amortized  over  the  term  of  the  policy. 
In  addition  to  the  amortization  of  insurance  premiums,  theft  and  robbery 
losses  are  also  charged  against  the  prepaid  insurance  account.   Expense 
accounts  are  not  maintained  in  the  general  ledger  for  these  expenses  or 
losses.   A  memo  entry  on  the  applicable  prepaid  expense  ledger  sheet  is 
the  only  record  of  the  expense  on  a  monthly  basis. 

We  believe  that  all  expenses  should  be  accumulated  in  the  general 
ledger  on  a  monthly  basis,  however,  it  is  not  necessary  with  such  a 
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minor  item  as  supplies  to  physically  inventory  such  supplies  each  month. 
The  prepaid  expense  account  balance  should  be  determined  on  an  annual 
basis  from  a  physical  inventory. 

RECOMMEWATION 

ye  reoommend  that  the  board: 

1.  Establish  expense  aooounts  in  the  general   ledger  for 
the  various  items  accounted  for  under  prepaid  expenses . 

2.  Charge  the  expense  account  for  supplies  purchased  each 
month  and  adjust  the  inventory  balance  only  at  the  end 
of  a  fiscal  year, 

Z.      Charge  all  theft  and  robbery   losses  directly  to  the 
loss  account. 

Uncleared  Beer  and  Liquor  License  Deposit  Fees 

As  shown  by  the  Balance  Sheet,  Exhibit  A,  the  board  had  a  balance 
of  $4,164  in  its  Uncleared  License  Fee  Deposits  account  at  June  30,  1969. 
An  analysis  of  this  account  shows  that  it  contains  amounts  totaling  $626 
deposited  during  the  period  August  1949  through  August  1966.   Refunds  of 
these  deposits  were  made  but  the  checks  were  not  cashed  so  they  were 
cancelled  by  the  board.   The  remainder  of  the  items  in  this  account 
consist  of  deposits  for  currently  pending  applications. 

The  deposits  for  which  the  board  has  been  unable  to  make  refunds 
should  be  transferred  to  the  general  fund. 

RECOMMENDATION 

We  recommend  that  the  board  transfer  to  the  general  fund  proceeds 
resulting  from  cancelled  license  fee  refund  checks  and  warrants. 
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Legal  Expenses 

The  board  retains  a  legal  counsel  to  assist  them  in  the  handling 
of  recurring  monthly  legal  matters  and  to  represent  the  board  in  neces- 
sary court  cases.   The  present  legal  counsel's  time  records  indicate 
that  he  spends  approximately  twenty  hours  per  month  handling  normal 
legal  matters  of  the  board.   The  board's  counsel  is  paid  a  monthly  re- 
tainer fee  of  $375  to  handle  normal  legal  matters  and  an  additional 
amount,  at  an  hourly  rate,  for  time  spent  on  special  projects  and  court 
cases  in  which  the  board  is  involved. 

The  board  and  legal  counsel  have  no  written  agreement  as  to  what 
normal  legal  matters  are  or  as  to  the  specific  services  to  be  covered 
by  the  retainer  fee,  nor  have  they  a  written  agreement  on  the  hourly 
rate  to  be  charged  for  the  special  projects  and  court  cases. 

mCOMMENDATIOI^ 

We  recommend  that  the  hoard  and  their  appointed  legal  counsel 
formulate  a  written  agreement  that  defines   the  counsel' s 
duties  covered  by  the  monthly  retainer  and  establish  a 
billing  rate  for  special  services  and  court  cases. 

Control  over  Sale  of  Cards.  License  Booklets,  and  Liquor  Laws 

Liquor  identification  cards  are  issued  by  the  licensing  clerk  for 
50c  each.   The  identification  cards  are  not  prenumbered  and  the  licensing 
clerk  retains  the  fees  collected  for  approximately  one  month  before  they 
are  deposited.   Since  the  cards  are  not  prenumbered,  it  cannot  be  deter- 
mined that  all  cash  receipts  are  properly  accounted  for  and  deposited  or 
how  many  identification  cards  were  issued. 


-138- 


A  similar  situation  exists  regarding  the  sale  of  license  and  law 
booklets.   The  licensing  clerk  sells  these  booklets  to  the  customer 
and  issues  a  receipt  for  the  cash  received.   The  receipts  are  not  pre- 
numbered  and  there  is  no  inventory  record  maintained  for  these  publica- 
tions. 

RECOMMENDATION 

We  reoommend  that  the  board  have  identifioation  cards  and  cash 
receipt  forms  prenumbered  at  the  time  of  printing. 

Merchandise  Inventories 

All  purchases  of  merchandise  during  the  year,  together  with  the 
freight  cost  of  such  purchases  (freight-in),  are  recorded  in  the  warehouse 
inventory  account  at  the  time  of  payment.   At  the  time  that  merchandise 
is  shipped  to  the  various  stores,  the  amount  transferred  to  the  stores 
inventory  account  includes  an  arbitrary  inflated  amount  for  freight-in 
and  for  freight  cost  of  shipping  the  merchandise  to  the  stores  (freight- 
out).   When  the  merchandise  is  sold,  an  amount  based  upon  this  inflated 
freight  cost  is  transferred  to  cost  of  sales.   At  the  end  of  December 
and  June  each  year,  the  warehouse  inventory  is  adjusted  to  an  amount 
based  upon  the  inflated  freight  cost,  with  the  off-setting  entry  being 
made  to  cost  of  sales.   The  result  for  the  fiscal  year  ended  June  30, 
1969,  was  that  yearend  inventories  were  overstated  and  the  cost  of  sales 
understated  by  $54,021. 

At  yearend  the  board  accrues  an  amount  for  merchandise  received 
but  not  paid  for  only  if  they  have  an  invoice.   In  reviewing  invoices 
dated  prior  to  June  30,  1969,  it  was  noted  that  merchandise  costing 
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$66,204  was  included  in  the  yearend  warehouse  physical  inventory,  but 
was  not  included  in  the  yearend  inventory  in  the  accounting  records  and 
financial  statements.   The  cost  of  sales  is  understated  by  this  same 
amount. 

RECOMMENDATION 
We  reaormsnd  that: 

1.  The  unit  costs  utilized  by  data  processing  for  computing 
cost  of  sates  and  yearend  inventory  be  revised  to  include 
only  the  actual  purchase  price  of  the  merchandise. 

2.  Merchandise  purchases  during  the  year  be  recorded  separately 
in  an  account  designated  purchases  and  freight-in  charges 

be  recorded  in  a  separate  account. 

3.  The  accounting  section  review  all  warehouse  receiving 
reports  at  yearend  to  assure  that  the  proper  amounts 
have  been  included  in   the  accounting  records. 

CONCLUSION 

Our  recommendations  have  been  discussed  with  the  board  members  and 
the  board's  administrator.   We  thank  the  administrator  and  his  staff  for 
their  cooperation  and  assistance. 


Respectfully  submitted, 


MORRIS  L.  BRUSETT 
Legislative  Auditor 


February  13,  1970 
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LIQUOR  CONTROL  BOARD 

ALL  FUNDS 

BALANCE  SHEET 

June  30,  1969 


EXHIBIT  A 


Earmarked 

Revenue 

Fund 


Assets 

Cash: 

Imprest  Funds 

Contingent  Revolving  Account 

In  State  Treasury 

In  Transit  to  State  Treasury 

Accounts  and  Claims  Receivable 

Prepaid  Expenses 

Merchandise  Inventory: 
Stores 
Warehouse 

Fixed  Assets  (net) : 

Land  and  Building 
Machinery  and  Appliances 
Furniture  and  Fixtures 

Total  Assets 


319,325 


$   319,325 


Revolving 
Fund 


5,565 

92,016 

126,009 

454,395 

21,098 

34,375 


2,045,573 
1,735,523 


58,394 
11,109 
13,209 

$4,597,266 


Liabilities,  Reserves,  and 
Fund  Balance 

Accounts  Payable 

Uncleared  License  Fee  Deposits 

Reserves : 

Encumbrances 
Insurance  Contingency 

Fund  Balance  -  Exhibit  6 

Total  Liabilities,  Reserves, 
and  Fund  Balances 


$   804,008 
4,164 

13,730 

25,000 

305,595     3,764,094 


$   319,325    $4,597,266 
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EXHIBIT  B 


LIQUOR  CONTROL  BOARD 

ALL  FUNDS 

STATEMENT  OF  CHANGES  IN  FUND  BALANCE 

Fiscal  Year  Ended  June  30,  1969 


Earmarked 

General 

Revenue 

Revolving 

Fund 

Fund 

Fund 

Fund  Balance,  July  1,  1968 

Additions: 

Revenue  -  Exhibit  C 

Transfer  from  Revolving  Fund 

Reserve  for  Encumbrances, 
July  1,  1968 

Fixed  Asset  Purchases  Made  from 
Earmarked  Revenue  Fund  -  Capitalized 
in  Revolving  Fund 

Other  _ 

Total  Balance  and  Additions 


1,643,745 


$   80,617   $  3,663,832 

11,175,185 
2,800,000 

10,207 

19,261 
50 


1,643,745 


2,890,824    14,858,328 


Deductions : 

Distributions  to: 

State  Earmarked  Revenue  Fund  - 
For  Support  of  Board  Operations 

State  General  Fund 

Local  Government 

Appropriation  Expenditures  - 
Exhibit  D 

Depreciation  on  Fixed  Assets 

Merchandise  Inventory  Losses  Through 
Breakage,  Shortage,  Robbery  and 
Pilferage 

Decrease  in  Prepaid  Expenses  from 
Preceding  Year 

Reserve  for  Encumbrances, 
June  30,  1969 

Fund  Balance,  June  30,  1969  < 


1,643,745 


2,571,499 


13,730 


2,800,000 

7,357,392 

901,848 

20,179 

6,410 
8,405 


$  305.595   $  3,764.094 
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LIQUOR  CONTROL  BOARD 

ALL  FUNDS 

STATEMENT  OF  REVENUE 

Fiscal  Year  Ended  June  30,  1969 


EXHIBIT  C 


Liquor  Profit: 

Liquor  Sales 

Less  Cost  of  Liquor  Sold 

Gross  Profit  on  Liquor  Sales 

State  Excise  Tax  on  Liquor  Sold 

County  License  Tax  on  Liquor  Sold 

Liquor  License  Fees 

Beer  License  Fees 

Brewery  Taxes 

Wholesale  Beer  Dealer  Taxes 

Other  Income 

Total 


General 
Fund 

Revolving 
Fund 

1     1     1 
1     1     1 

$22. 

15, 

6, 

,546,203 
,917,665 
,628,538 

~ 

3, 

,607,393 

— 

901,848 

496,200 

16,800 

448,335 

2,650 

42,305 

~ 

656,905 

~ 



$11: 

17,956 

$1,643,745 

,175,185 
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EXHIBIT  E 


LIQUOR  CONTROL  BOARD 

EARMARKED  REVENUE  FUND 

STATEMENT  OF  EXPENDITURES 

Fiscal  Year  Ended  June  30,  1969 


Personal  Services: 

Salaries  and  Commissions: 

Administration 

$ 

157, 

,092 

Warehouse,  Watchmen, 

,  and 

Maintenance 

130, 

,253 

Inspection 

63, 

,550 

Store  Auditors 

28. 

,063 

Liquor  Stores 

1,247, 

,656 

Commission  Stores 

84, 

,912 

$  1,711,526 

Board  Members'  Compensation  Fees 

6,480 

Employee  Benefits 

171,300 

Total  Personal 

Services 

$ 

1,889,306 

Operating  Expense: 

General  Supplies  and  Expense 

69,181 

Postage 

10,693 

Travel  Expense 

56,983 

Insurance 

2,519 

Official  Bonds 

25 

Professional  Fees 

8,593 

Rent 

173,569 

Light  -  Water  -  Fuel 

35,924 

Telephone  and  Telegraph 

13,553 

Freight  and  Drayage 

224,980 

Federal  Licenses 

309 

Repairs 

14,665 

Machine  Rentals 

42,043 

Other 

50 

Total  Operatin; 

g  Expense 

653,087 

Equipment 

19,261 

Preplanning  for  New  Warehouse  and 
Administration  Facility 


9,845 


Total  Expenditures 


$  2,571,499 
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Form  163  5M  Trip, -10-67-29 


APPENDIX! 


Montana  Liquor  Control  Board 

VENDOR'S  APPLICATION  FOR  CREDIT      C^VO      '  e;1  000 
(Original)  "'"    '' 


tore  No.     /y-^'^^. 

/  t  Town  01 


stock  No. 


3oG^ 


.i?r^4' 


9'^rSfi 


Quanttty 


/ik 


lAi 


a 


L^ 


JtJL 


'^ 


4JU 


~n^^^Mr^^$i 


ULi 


(S^MIIu^^l 


/hhrr    A/ors: 


Pn.o.JL   l/^i-ue-    CO-/    /)/0.n\/t    /7^T/-'c 


Price 


Amount 


Cost 


3o(.h 


^ 


BAAh 


j^ 


S7 


^cn'E 


S3. 


erg- 1  h 


9g-3  h 


^6 


-^Ir 


3-2.4 


Lis. 


/^o 


60 


46 


O-O 


^O 


^o 


OrlzUal  aM&  Duplicate   to   Central  Office, 
Keep  Triplicate  for   Toor   Records. 
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MONTANA  LIQUOR  CONTROL  BOARD 

FLOW  OF  APPLICATIONS  FOR  CREDIT  -  UNSALABLE  LIQUOR 

AND  SAMPLES  WITHDRAWN  BY  SALESMEN 


APPENDIX  II 


WHSE.  SUPV. 

WITHDRAWS 

LIQUOR 


DISTILLER 
REMITS  CHECK 

OR 
CREDIT  MEMO. 
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APPENDIX  III 
Page  1 

MONTANA  LIQUOR  CONTROL  BOARD 

LISTING  OF  LIQUOR  STORED  BY  BOARD  MEMBERS'  MEETING  ROOM 

December  18,  1969 


STOCK 
NUMBER 


DESCRIPTION 


Sub-total  from  page  2 


21 

D 

#*  45 

D 

#  47 

D 

48 

D 

53 

D 

it   57 

Z 

#*  59 

D 

70 

D 

73 

D 

93 

D 

203 

D 

211 

E 

252 

D 

303 

D 

315 

D 

325 

D 

333 

D 

341 

D 

343 

D 

344 

D 

#  401 

D 

415 

D 

418 

D 

**490 

F 

#  491 

D 

499 

D 

555 

D 

**604 

D 

605 

D 

**607 

D 

620 

D 

**655 

D 

**686 

D 

**738 

D 

CABIN  STILL  SPORTSMEN  DECANTER 

J.  W.  DANT  ST.  BOURBON 

EZRA  BROOKS  ST.  BOURBON 

BARCLAY  BOURBON 

ANTIQUE 

BEAMS  CHOICE 

DISTILLERS  PRIDE 

WALKERS  DELUXE 

CANADA  DRY  BOURBON 

SEAGRAMS  BENCHMARK 

FOUR  ROSES 

BURKE  &  BARRY 

CALVERT  EXTRA 

CANADIAN  CLUB 

J  &  B  RARE  SCOTCH 

100  PIPERS  SCOTCH 

CUTTY  SARK  SCOTCH 

DEWARS  SCOTCH 

PINCH  SCOTCH 

J.  WALKER  RED  LABEL 

CANADA  DRY  GIN 

BEEFEATER  GIN 

BARCLAYS  LONDON  GIN 

BRANDY 

PAUL  MAS SON  BRANDY 

PETRI  BRANDY 

KAHLUA  COFFEE  LIQ. 

CHABLIS  WINE 

MEIERS  SWEET  CATAWBA 

BURGUNDY  WINE 

I.  S.  TIPO  CHIANTI  RD. 

SAUTERNE  WINE 

CHENIN  BLANC  WINE 

MELOSA  CREAM  SHERRY 

Total 


BOTTLES 

211 

units 

6 

units 

12 

units 

6 

units 

12 

units 

12 

units 

24 

units 

12 

units 

12 

units 

12 

units 

12 

units 

12 

units 

6 

units 

12 

units 

12 

units 

12 

units 

12 

units 

24 

units 

6 

units 

6 

units 

12 

units 

12 

units 

12 

units 

12 

units 

1 

unit 

6 

units 

6 

units 

6 

units 

6 

units 

6 

units 

6 

units 

6 

units 

6 

units 

6 

units 

1 

unit 

537 

units 

*  Addressed  to  Administrator 

**  See  Appendix  IV  for  Addressee 

&   No  Stock  Number  Assigned 

p  Marked  as  Analytical  Samples 

#  Not  Included  as  Part  of  the  $5,244.35  Withdra\>m  from 

Inventory  on  Applications  for  Credit 
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APPENDIX  III 
Page  2 


STOCK 

NUMBER  DESCRIPTION 

**816  D  RIESLING  WINE 

820  D  MEIERS  PINK  CATAWBA 

840  D  MANISCHEWITZ  ELDERBERRY 

847  D  MANISCHEWITZ  CONCORD 

848  D  MANISCHEWITZ  BLACKBERRY 

#  860  D  ROMA  ESTATE  CHAMPAGNE 
861  D  GT.  WESTERN  EX.  DRY  CHAMP 

**865  D  CHAMPAGNE  (BRUT) 

871  D  LEJON  PINK  CHAMPAGNE 

#  874  D  ROMA  ESTATE  SPRKL.  BURG. 
**884  D  SPARKLING  BURGUNDY 

939  E  MONARCH  VODKA 

1166  D  J.  WALKER  SWING 

#1229  D  EZRA  BROOKS  BOURBON 

#1246  D  EZRA  BROOKS  BOURBON 

#1247  D  EZRA  BROOKS  BOURBON 

#1248  D  EZRA  BROOKS  BOURBON 

#1249  D  EZRA  BROOKS  BOURBON  -  ANTIQUE  CANNON 

&  NO  #  ARROW  S  STAR  BRANDY 

C  NO  #  J.  W.  DANT  BL.  WHISKEY 

**  NO  #  VIN  ROSE  WINE 

**  NO  #  ZINFANDEL  WINE 

**  NO  #  NAPA  ROSE  WINE 

**  NO  //  WHITE  PINOT 

**  NO  #  CHATEAU  LASALLE  WHITE  WINE 

**  NO  #  TINTA  CREAM  PORT 

Sub-total  (to  page  1) 


CLASSIC  FIREARMS 
QUEEN  OF  HEARTS 
JACK  OF  DIAMONDS 
KING  OF  CLUBS 


BOTTLES 

6 

units 

6 

units 

6 

units 

6 

units 

6 

units 

18 

units 

12 

units 

6 

units 

6 

units 

18 

units 

6 

units 

12 

units 

12 

units 

12 

units 

6 

units 

6 

units 

6 

units 

6 

units 

12 

units 

12 

units 

6 

units 

6 

units 

6 

units 

6 

units 

6 

units 

1 

unit 

211 

units 

*  Addressed  to  Administrator 

**  See  Appendix  IV  for  Addressee 

&   No  Stock  Number  Assigned 

C  Marked  as  Analytical  Samples 

#  Not  Included  as  Part  of  the  $5,244.35  Withdrawn  from 

Inventory  on  Applications  for  Credit 
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APPENDIX  IV 


MONTANA  LIQUOR  CONTROL  BOARD 
Central  Warehouse  Merchandise  Inventory 
Merchandise  Stored  by  Board  Room  With  Official's  Name  on  Boxes 
December  18,  1969 


Board  Members 


Stock  //  Description 


Admini-  Legal   Total 
A     B     C     D     E  strator  Counsel  Bottles 


All  Wines  Listed  Below  Are 
From  Christian  Bros. 


884D  Sparkling  Burgundy 

686D  Chenin  Blanc  Wine 

No  #  Vin  Rose'  Wine 

No  #  Zinfandel  Wine 

655D  Sauterne  Wine 

No  #  Napa  Rose'  Wine 

816D  Riesling  Wine 

No  #  White  Pinot 

604D  Chablis  Wine 

607D  Burgundy  Wine 

No  #  Chateau  LaSalle 
Light  Wine 

865D  Champagne  (Brut) 

490F  Brandy 

738D  Melosa  Cream  Sherry 

No  #  Tinta  Cream  Port 


Quantities  Below  Are  in  Units 
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APPENDIX  VI 


LIQUOR  CONTROL  BOARD 

EXAMPLES  OF  TYPE  OF  LIQUOR  INCLUDED  IN  UNSALABLE  CATEGORY 

Calendar  Years  1966  through  1969 


Average 

Number  of 

Bottles  Sold 


Relative        Average  Number 
Sales  Position   Of  Unsalable  Bottles 


Brand 
A 
B 
C 
D 
E 
F 
G 
H 
I 
J 
K 


Monthly 

In  State* 

Per  Month 

4,653 

11 

9.7 

15,504 

3 

11.5 

3,534 

17 

9.7 

11,559 

4 

9.0 

16,695 

5 

12.8 

16,559 

2 

7.2 

1,397 

45 

9.2 

58 

665 

8.3 

4,356 

12 

8.1 

1,110 

56 

5.9 

1,282 

72 

7.4 

*  On  basis  of  retail  sales  values  as  of  December  1969. 
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Montann  Liquor  Control  Board 


APPENDIX  VII 


ENDORS  APPLICATION  FOR  CREDIT      Q      jyn         51809 
(Original) 


Date  Sub- 


P^hTO-^c/:y  y^/}A 


B y   t^i' pj-'yS'f  ^ ^A<  r^u.-^   o 


and   DupUcaCe   to   Central  Office. 
TlpUcata  for   Tour   Records. 
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APPENDIX  VIII 


// 


Foii-i  1114  3M  T.-ip.-10-C7-20  <:<5^'^^l 


Montana  Liquor  Control  Board 
VENBOr.'S  APPLICATION  FOR  CREDIT      Q      T^TO         ^-JQQQ 
(Original)  q>.c 


yrown  01 


Date/Submitted 


OFFICE  ONLY 

S*.ock  No. 

Quantity 

/     '^           .                  ^     /KIND/                                                                    Price             Amount 

Cost 

Amount 

/  (L: 

^lt,ici^l\yk;.A^-- 

.^P.^/O 

/o. 

Jv>^AlLV)0{{  {^^-'.'  -NTTX/       

'                    1>-  i                     .               -   ^  -  /  1                  -     / 

ii 

1         1                                                        1 

II 

1 

II 

1 

1 

II      1 

1                                                                 1 

,  11      1 

I! 

I         I 

I|\        1 

1      1 

i          1 

I          1                                        ■                  1 

1           i 

1                     1 

i^A 

1                               n    A"    r 

i         1                                    fW,\'V"        [        l._ 

1                        /(/M.t"        1 

1                                    IV   '^           1 

1 

i 

, / 

Explanation  in  Detail  lor  Each   ItcmL 


Sa mples  withdr h.\in  by  C,  J»  Cannon 


Orlclii.it  aad   Ou:>llcatu   to   Central  Of/Ice. 
S:<.>p   Triplicate   for  Your   Itccords. 
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n  1X4  511  Trip.-8/69 


Montana  Liquor  Control  Board 

VENDOR'S  APPLICATION  FOR  CREDIT 

(Original) 


APPENDIX  IX 


N2     52085 


ft  KoC''i.J^L 

Town  or  City 


Date  Submitted 


OFFICE  ONLY 

Stock  No. 

Quantity 

/7   ..       ..    ^^^^-_ 

Price 

Amount 

Cost 

Amount 

'l\i^ 

{r^^lA.-^M    C:^//J^eu 

<{C',^ 

^.\  Id'  U,^'(/>/r///. 

'7  '■     '^' 

■ 

Samples  withdravm  by  Norris  Byers 

1 

lUnatlon  In  Detail  for  Each  ItemL 


Iglnal  and  Duplicate  to  Central  Office. 
lep  Triplicate  for  Your  Records. 
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APPENDIX  X 


O 


¥r 


Montana  Liquor  Control  Board 


VENDOR'S  APPLICATION  FOR  CREDIT      ^     T^O        JO 700 

(Triplicate)                                       ^*        ^^^^<5 

stock  No.        1    Ouantliv    1                                                                    _ 

.// 

t                  Tow!)  or  City 

Date'SubmJtted 
OFFICE  ONLY 
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APPENDIX  XI 

PARTIAL  LIST  OF 

LIQUOR  CONTROL  BOARD 
STATE  LIQUOR  STORE  LEASES  RENEGOTIATED 

During  1968 

and  1969 

Expiration 

Date  of 
Old  Lease 

Monthly 

Rental  Per 

Old  Lease 

Date  of 

New 

Lease 

Monthly 

Rental  Per 

New  Lease 

Term  of 
New  Lease 

3-1-70 

$  35.00 

3-1-69 

$  60.00 

5 

yrs. 

4-1-71 

135.00 

11-1-68 

150.00 

8 

yrs. 

2-1-73 

35.00 

11-1-68 

50.00 

3 

yrs. 

2-1-69 

375.00 

11-1-68 

400.00 

5 

yrs. 

8-1-70 

250.00 

9-1-68 

275.00 

5 

yrs. 

7-1-70 

60.00 

8-1-68 

60,00 

5 

yrs. 

5-1-72 

210.00 

12-1-68 

210.00 

5 

yrs. 

10-15-69 

200.00 

11-1-68 

200.00 

5 

yrs. 

5-1-72 

140.00 

11-1-68 

140.00 

5 

yrs. 

3-1-69 

280.00 

12-1-68 

280.00 

5 

yrs. 

1-1-70 

175.00 

11-1-68 

175.00 

5 

yrs. 

10-1-72 

312.50 

11-1-68 

312.50 

5 

yrs. 

11-1-70 

110.00 

12-1-68 

110.00 

5 

yrs. 

1-10-72 

300.00 

1-1-69 

300.00 

6 

yrs. 

8-1-74 

80.00 

9-1-69 

80.00 

5 

yrs. 

5-1-69 

375.00 

5-1-69 

700.00 

5 

yrs. 

(1)  Leases  renegotiated  prior  to  expiration  of  old  lease  with  an 
increase  in  monthly  rental. 

(2)  Leases  renegotiated  prior  to  expiration  of  old  lease  at  same- 
monthly  rental  rate. 

(3)  Store  moved  to  new  location.   Old  location  was  6,250  sq.  ft. 
at  $375  per  month.   New  location  of  5,000  sq.  ft.  for  $700 
per  month,  the  highest  monthly  rate  in  the  state. 
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